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A Brief for presentation to the Royal 
Commission on Taxation at its public 

3 hearings in Toronto, on the 22nd day of 

4 May, 1963, with regard to the Estate 

5 Tax Act, being Chapter 29 of the 

B, Statutes of pias 1958 and amendments 

7| and particularly subsections (1) (d) 

3 (1) and subsection (la) of Section 7 

9 as now constituted by virtue of amend- 

10 ments made by 1960 c. 29 s. 4 (1) and 

11 (2) and by 1962-63 c. 5 s. 2 (1) and 

12 (2) which are set out below. | 

fi ESTATE TAX ACT, C, 29 (1958) AS AMENDED | 

15) 

i sO For the purpose of computing the aggregate 
taxable value of the property passing on the death of a 
a person, tnere may be deducted from the aggregate net 
- value of that property computed in accordance with | 
ni Division B such of the following amounts as are applicable: 
(ad) the value of any gift made by the deceased 
a whether during his lifetime or by his will, 

| 
where such gift can be established to have 
i been absolute and indefeasible, to | 
i (4) any organization in Canada that, at the time 
- of the making of the gift and of the death of i 
ie the deceased, was an organization constituted 
7 exclusively for charitable purposes, all or 
- substantially all of the resources of which 


if any, were devoted to charitable activities 
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1 carried on or to be carried on by it or to 

2 the making of gifts to other such organizations 
3| in Canada, all or substantially all of the 

4 resources of which were so devoted, or to 

5 any donee described in subparagraph (ii) and 
6 no part of FERRO eee of which was payable 
7| to or otherwise available for the benefit of 
8| any proprietor, member or shareholder thereof, 
10 (la) For the purposes of paragraph (d) of sub- 
at section (1), where any gift as made by the 

121 deceased during his lifetime or by his will, 
13) (a) subject to a power in favour of any person 
14! to appoint the donee or donees thereof, or 
ig (bo) subject to a power in favour of any person 

16 | to appropriate the whole or any part there- 
iT of for his own use or benefit, 

18 | to the extent that the power described in 

vi paragraph (a) was exercised not later than 
10! two years after the death of the deceased 

at | in favour of a donee described in paragraph 
22, (4) of subsection (1), the gift so made by 
oa _ the deceased shall not, by reason only of 

24 | having been made as described in paragraph 
25 (a), be considered not to have been jay oe 
26 and indefeasible and shall be deemed to have 
27 been made by the deceased to that donee, and 
28 to the extent of any estate or interest of a 
29 donee described in paragraph (d) of sub- 

30 section (1) in the property comprised therein 
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that became absolute and indefeasible by 


virtue of the renunciation of the power de- 


scribed in paragraph (b) not later than two 

years after the death of the deceased, the 

gift so made by the deceased shall be d2emed 

to have been absolute and indefeasible f 

The Minister interprets the above provisions of 
the Act as entitling him to assess estates coming within 
the purview of the Act in such a manner thatthe following 
situation is created. 
Bot Where a testator makes a gift by his will toa 
charitable institution, for the purpose of determining 
the aggregate taxable value of his estate this gift may 


be deducted only if it is absolute and indefeasible; the 


Minister will not permit the deduction unless the value 
of the gift can be absolutely determined as of the death | 
of the testator. In many wills the testator gives the 


whole or part of the residue of his estate to a charit- 


| 


able institution subject to a life interest in favour of 

his widow or other beneficiaries (usually relatives). 

Such beneficiaries are naturally considered the testator's| 
| 


| 
primary responsibility, and because of the uncertainty 


of the future needs of these beneficiaries it is customary, 


| 
| 


to add a clause stating that in cases of need and at the | 
discretion of the executors there may be an encroachment 


on the capital of the fund for their benefit. 


as In the situation outlined above, the Minister 
takes the position thatthe gift to the charitable in- 
stitution cannot be deducted for the purpose of determin- 


ing the aggregate taxable value of the estate. The power 
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to encroach on the capital means that at the time of the 
testator's death it is impossible to determine the amount 
of the gift to the charitable institution and conceivably 
the charitable institution may receive nothing if the 
whole fund has been used up by encroachments. The 
Minister, instead of ate the estate open so that tax 
may be levied in accordance with what actually happens 
during the life tenancy, makes his assessment as of the 
date of death and treats the power of encroachment for 
purposes of taxation as an absolute gift to the life 
tenant. 
ae It is respectfully submitted that the applicatio 
of the above provisions of the Act is inequitable and 
unjust and frequently results in the expressed wishes of 
a testator being defeated, 

As mentioned above the testator's primary 
desire and intention is to protect the recipient of the 


income but because of his uncertainty as to the adequacy 


| of such income he wishes resort to be had to capital if 


in the opinion of his trustees this is necessary for the 
making of proper provision for the recipient of the 
income, The limited power of renunciation does little 
to remedy the situation as it is usually impossible to 


tell at the end of two years from the testator's death 


‘the extent of the encroachment which may subsequently 


have to be made to carry out the testator's wishes. It 
is not suggested that in the case of a power in favour of 
any person to appropriate the whole or any part of the 
capital of a fund for his own use or benefit this should 


not be taxes as an outright gift of the capital to such 
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“enuet 


person, However, in most cases the discretionary power 

to encroach is vested in the trustees who or some of whom 
are not the beneficiaries under such power of encroach- 
ment. In such cases the trustees dieeimart be expected to 
renounce in whole or in part the right to encroach without 
consulting the beneficiary of the power. In these 
circumstances the beneficiary is asked to make a decision 
which, if it involves a renunciation in whole or in part 
of the right to encroach, runs contrary to the intention 
and desire of the testator. Such a suggestion by trustees 
places them in an impossible situation wholly inconsistent 
with their duties as trustees and one which may result | 
in gross injustice to the peneficiary who is asked to | 
coneur in such renunciation. 
A, It is respectfully submitted that the situation 
created by the provisions of the Act set out above 
results in hardship to both personal peneficiaries and 


to the charitable institutions which the testator wished | 


to be the object of his bounty. 


5. In other jurisdiction similar situations uncer 


wills and trusts are dealt with by the simple expedient 
of taxing on the basis of what actually happens in the 


administration of the fund. In Ontario for example the 


estate is kept open during the life tenancy and tax. 
imposed on the termination thereof in accordance with 

the encroachments, if any, on capital which have actually 
been made. In order to ensure that tax will be recovered 
in accordance with what has actually taken place in the 


administration of the trust, the Province retains control 
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1| of sufficient assets or accepts a deposit by way of 

2) security for payment in due course of the appropriate 

3) amount of tax. 

4) 6. To indicate the injustice which has arisen under 
5| the administration of the Estate Tax Act, we might cite 

6| the fact that in several estates in which there has been 

7| no encroachment whatever on capital, the estate has been 

8] assessed as if the fund went outright to the life tenant. 
G It is respectfully recommended that the Estate 
10; Tax Act be amended to provide that where there is a power 
it to encroach on the capital of a fund with the residual 

12| gift of that fund to a charitable institution, the 

13| estate be kept open until the life interest in the fund 

14/ has terminated. Security could be required to the 

15] maximum extent of the tax payable in the event of en- | 
16} croachment to the full extent of the power being exercised 
17|| This would result in no unfairness to the government but 
18)| would constitute a fair and equitable solution of the 
19 problems See ae oe the carrying out of the wishes of | 
20] the testator. Without some such remedy, not only will i 
21| the testator's wishes be defeated and charitable in- | 
fe stitutions deprived of their intended benefits but bene- | 
23! factors will be less likely to make charitable gifts if 

24 they realize that taxes will be levied as if such gifts 
were not charitable in nature. 

26 All of which is respectfully submitted this 


27! oth day of May, 1963. 


28 The Governors of the University of Toronto, 
29 By thier solicitors, 
30 


"Casseis, Brock, Kelley; Des Brisay & Guthrie” 
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1 
2 SUBMISSION 
3 BY 
4 J. S. ROBBINS, SALES TAX CONSULTANT 
5 75 GRANT BOULEVARD, 
6 DUNDAS , ONTARIO, 
7 
April 16th, 1963, 
8 
Royal Commission on Taxation, 
9 
| P.O. Box 466, 
10 
OTTAWA, Ontario. 
11 
Gentlemen: 
12 
In my letter addressed to your Secretary, under 
13 
date of October 31st, 1962, I expressed the desire to 
14 
| make a submission to you with respect to the application 
15 
of sales and excise taxes imposed under the Excise Tax 
16 
Act. 
17 | 
| In conformity with the procedure adopted by the 
18) 
Commission, established in accordance with the provisions 
19) 
| of the Inquiries Act by Order-in-Council P.C. 1962-1334, 
20 || 
| dated 25th, September 1962, I submit below my remarks for 
21 | 
| your consideration: - 
22 
First - I wish to state that I served as an 
23 | 
| Excise Tax Auditor in the Department of National Revenue 
24 
for 34 years, the last five of which I was a Special 
25 
Excise Tax Auditor in charge of the Hamilton Audit Office. 
26 
Section - l. 
27 
In this submission I choose to deal with :- 
28 
(a) the distribution of burdens among taxpayers 
29 
resulting from existing rates, exemptions, 
30 
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reliefs and allowances provided in sales and 

excise taxes. 

(f) the changes that may be made to achieve 
greater clarity,simplicity and effectiveness 
in the tax laws or their administration. 

Section -2- In June 1930 the rate of sales tax was 1%, 
With expenditures rising and tax yields declining the 
Government increased the rate to 4% in June 1931. In 
1932 it was again increased to 6% and in 1936 it was 
increased to 8%. There were many changes made in the Act 
during World War II when many items were again added to 
the taxable list. After World War II the rate of 8% 
remained but a number of items were placed on the exempted 
list. In 1951 when the Government was confronted with 
heavy defence expenditures it was decided to introduce an 
Old Age Security Tax,which was set at 2%, making a 
combined sales tax of 10%. This rate remained unchanged 
until April 1959 Budget, when the Old Age Security Tax 
was increased to 3%, making the combined sales tax 11%, 
as it stands today. 

A bad feature of this 11% tax, as I see it, 

is the only 50% of industry in Canada to-day is paying 
sales tax. 

Section 30 of the Excise Tax Act states that 

this tax of 11% shall be imposed, levied and collected 

on all goods produced or manufactured in Canada, payable 
by the producer or manufacturer at the time when the goods 
are delivered to the purchaser or at a time when the 
property in the goods passes whichever is the earlier. 


Strange to say, 5 major. industries in Canada 
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1| have not been required to account for this tax. They are: 
2 (1) Agricultural implement manufacturers. 

3 (2) Chemical fertilizer manufacturers. 

is (3) Building material manufacturers. 

. (4) Canned foods manufacturers, 

6 (5) F ney biscuit manufacturers. 

, Favoured groups such as these should have no 

g| Place inthe economy of this country. 

9| Regarding the favoured groups mentioned above, 
10] could never understand why a man raising a family 


11| Should be required to pay sales tax of 11% on shoes and 
12) clothing for his chilren when a building contractor is 

13) permitted to buy building materials of all kinds free of 
14) sales tax, To use the argument that to put sales tax on 
15 building material would increase the cost of houses for 

16 | people in the low income bracket, is, in my opinion, sheer 


17|monsense, I happen to know that a deputation of lumbermen 


1g | which went to Ottawa in 1945 to demand that sales tax be 

19 | removed from building materials, used this argument. 
‘within a month after the Department had acceded to their 

21, Wishes and taken the tax off building materials their 

22| prices were increased 20%, This fact is a clear indica- 

23, tion that the manufacturers of building materials did not 


24; have the interests of the small home owner at heart when 


25| they asked for this exemption. 

26. When I was working for the Government, in the 
| capaed ty of an Excise TaxAuditor, I dre the Department's 

28 || attention on numerous occasions to the fact that these 

99 | manufacturers of building materials were underpaying the 


30} sales tax by using an inter-association price, for sales 
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aah purposes, instead of paying the sales tax on dealer 

2) price which they were required to do. The Government in 
4 power at that time, took no action in the matter but 

4| shortly after a change of Government, they were fined 

5| $10,000.00 each for violation of the Combines Act. 

; The statements I have made here are on record 

7 in Hansard if you wish to have them checked, 

8 If the rate of tax were reduced to 6%, divided 
g| as 3% Sales Tax and 3% Old Age Security Tax and was | 

10| applied against all goods produced or manufactured in 

11] Canada, as the Act states, the companies mentinned in 

12] this category would be required to pay their fair share 
13) of sales tax, these increasing the revenue of the 

14); Government by several millions of dollars yearly. 

15 I realize that the farmer would complain bitter- 
16 ly about being taxed for his implements but I see no 

17|| reason why he should not pay Old Age Security Tax, for 

18|| “when he reaches the age of 70 years he will get his pen- 
19|| sion cheque from the Government, whether he has paid into 
it or not. 


The canned foods and fancy biscuit manufacturer! 


bo 
_ 


22|| products are, more or less, luxury foods and should be 
23| taxed at the rate of 6%, as outlined above. 

24) Section - 3. 

25 Another important matter I would like to bring 
26} to your attention at this time, is the importation of 

27 huge quantities of yarns which are brought into Canada 
28 | under the following classifications:- 


29 (1) Wool yarn 


aes (2) Worsted yarn . : 
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“ewe? 


(3) Synthetic yarn 
Some of these yarns are balled and labelled when they 
enter Canada and some are balied and labelled in Canada 
by the importers who do not operate under a sales tax 
license and are required only to pay sales tax on the 


duty paid value at time of importation, whereas the tex- 


| tile manufacturers in Canada are required to account for 


the sales tax on the seeling price of the yarns which 


| they package and sell to the Canadian trade. Such a 


| procedure places the textile manufacturer in Canada at 


a decided disadvantage and in a number of cases it has 


| worked such hardship on the manufacturer that he has been 


forced out of business. Furthermore, there is nothing 
in the Act which states that packaging of yarn is a form 
of manufacture, 


In the light of these facts, I think it is high 


time that this matter should be considered in its true 


perspective and acted on accordingly for the protection 


_of the textile industry in this country, 


| Section - 4, 


While employed in the Service my attention was 


| frequently called to the authorization in the Regulations 


issued by the Department of National Revenue of various 
forms of certificates of exemptions taxpayers were 
permitted to use which were not only confusing to the 
taxpayers but which lead to considerable abuse, The 
certificates to which I refer are to be found on page 10 
of the Regulations pertaining to Sales and Excise Taxes -- 
Circular E,T.1 Section 11 (6) and (7) - April 1961. 


I noticed also a considerable abuse of the 
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Régulations dealing with the purchase of pipe, pipe 


fittings and valves, as well as electric wire and cable 


; by manufacturers for their own use in their manufacturing 


| @stablishments, as set forth on page 10 and 11 of the 


Régulations referred to above, 

To add to the confusion the Department of 
National Revenue has recently issued rulings which state 
that if the manufacturers would invoice their valves as 
controls or regulators their customers would not be 
required to pay the sales tax at time of purchase of same, 

To correct this itbesttots with which I have had 
considerable experience both inside and outside of the 
Service, I would suggest that, for the protection of the 
revenue of the Government, all manufacturers should be 
required to pay the sales tax at time of purchase, subject 
to refund through the medium of a refund claim. 

I trust that the information I have provided 
herein may, in a small measure at least, contribute to 
the improvement in the taxation structure, particularly 
in the field of sales and excise taxes. 

Respectfully submitted, 


J, S. Robbins, 
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1} SUMMAR Y of the Submission to the Royal Commission 


2 on Taxation by the National Executive 
3 Committee, Communist Party of Canada. 
+ 


Se The primary purpose of taxation is to channel the 


6) necessary flow of revenue to governments. But this 

7 purpose cannot be considered apart from the 

8 responsibility of Sy re roedenervees for measures aimed at 

"| the redistribution of a part of the national income 

10) in order to increase purchasing power, expand social 

11) capital and influencing the level of economic activit 

id i. general. 

13 

14) 2. We have failed to keep our constitutional 

iy distribution of taxing powers abreast of the 
country's development and the resulting demand upon 


governments. The cost of services now assigned to 
provinces and municipalities are much beyond their 


means of taxation and are becoming more 


disproportionate to the central government's 
responsibilities and powers and means of taxation. 
Canada urgently needs a new constitution written in | 
this country and corresponding clearly with the 
national, economic and political realities of this 
country. Such a made-in-Canada constitution would 
need to re-define the powers and responsibilities 

of our federal structure so as to confirm the 
national authority of the people of Quebec within 
their province as well as defining the necessary 


powers of vrovincial governments in all other 
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1 provinces. 


ai 3. There are certain tax-supported services which can 


- be operated effectively only by the central 
4 government. We now have family allowances, old age 
5 pensions and unemployment insurance. There is a 
6 necessity for a comprehensive national plan for 
7 free medical service and a guarantee that every 
8 child shall enjoy equal opportunity for primary and 
9 secondary education. 
10 

kh, Far greater progress could havebeen made in these 
n directions if it had not been for the federal 
government's heavy commitments to defense 
,, expenditures which are now widely seen to have been 
3 both unnecessary and wasteful. 
15 


16] A. TAXATION AND FEDERAL PROVINCIAL RELATIONS 


17 

18 

= distribution of fiscal responsibility as between 
levels of government need not await the drafting 

z of a new constitution. 


224 6. Because of its inseparable relationship to the 


23 interest of Canada as a whole as well as because the 
24 cost of adequate education is beyond the resources 

25 | of the majority of municipalities, the Communist 

26° Party contends that the cost should become a national 
a responsibility paid out of the tax revenue of the 

28 federal government. 

29 


T- The administration of education must continue to be 


& Steps to bring about far reaching changes in the 
30 - 
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a responsibility of the provincial governments, with 
the federal government making the necessary transfer 


payments as a statutory and irrevocable right. 


The Communist Party further advocates a comprehensiv 
national health plan, 80 per cent of the cost of 


which should be carried by the federal government. 


It should be possible to achieve federal-provincial 
agreement upon a basic minimum level of social 


serv:.ces. 


The relief afforded to provinces and municipalities 
will enable those governments to assume resvonsiblit 
for a wide range of new and much needed expenditures 


on such things as public works, urban development 


‘and highways. 


16 | 

17 | ll. These possibilities will be further enlarged by the 
is, establishment of a federal authority to provide 

9. loans to municipal governments at low interest rates, 
20) thus freeing them from the necessity of seeking 
at costly loans from private sources, frequently in 

nl the U.S.A. 

si Las We do not consider it necessary to attempt here to 
r define precise formulas which might guide federal 

» and provincial governments in respect to the re- 

a allocation of responsibilities and costs which we 

27 propose, although we wish to emphasize our opposition 
28 


to the discriminatory practice of "matching grants". 
29 
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B. A DEMOCRATIC TAX SYSTEM 


A certain minimum standard of life should be 
available to all as the necessary basis for the 
health and progress of the Canadian people. Any | 
tax which reduces the living standard below such a | 
; 


level contradicts the principle of ability to pay 


and is regressive. 


To actually apply the principle of ability to pay to 
taxation requires that the present method of 
assessment for taxation be replaced by a more 


equitable and efficient system. 


This necessity is illustrated by the following: 
a) There is widespread evasion of taxation on high 
income anc pofits. 

b) Increase in net worth is exempt from taxation. 
c) Foreign owners when they withdrew their earnings 
from Canada do not pay income tax on the same 

basis as do Canadian residents. 


d) Extensive vse of “tax ‘neentives circevmvent 


the tax regulations. : 
e) Big accumulations of capital are “shielded” from | 
| 
taxation by proclaiming them to be " foundations” | 
A serious effort to apply the principle of taxation | 
according to ability to pay will include measures to 
ensure that all such loopholes as noted above be 
stopped up and all income derived in Canada, above 


the amount of the exemotions, pay income tax on a4 


completely equal basis. 
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The deductions for advertising expenditures by 


to five per cent of operating costs. 


We favor the maintenance of the exemption upon 
5 patronage dividends distributed by co-operatives. 


corporations should be limited to an amount equal 
6 24.- Steps should be taken to relieve the burden of 


7 taxation upon those in the lower income brackets 
8 through the following: 
| 
9 25. a) Increase the basic income tax exemption to 
10 $2,000 for single persons, $3,000 for married person 
i 26. b) Allow as deduction from taxable income universit 
12 fees, cost of special care for mentally or physicall 
13. ill children, and costs of child care of mothers 
vy working full time. 
15, 27. ¢) Allow as deduction from taxable income, taxes 
6} paid upen homes of assessed value not exceeding 
$5,000 occupied by their owners. 
The present application of the Succession Duties Tax 
is discriminatory because of the development of the 
corporate structure. 


every corporation that invests or engages in 
productive, commercial, financial or other activitie 
for gain in Canada. 

Sales taxes upon consumer goods are inequitable and 


The Communist Party proposes that there be institute 
and annual tax on capital gains, both realized and 
unrealized, which are enjoyed by every person and 

s 
in our view should be abolished as quickly as possible. 
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Excise taxes should be levied only on “value added” 


at each stage of production and distribution. 
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A NEW DEAL FOR CANADIAN TAXPAYERS 


Submission to the Royal Commission on Taxation 
by the National Executive Committee, Communist 


Party of Canada. 


Mr. Chairman and Members of the Commission: 


Permit us first of all to express our keen 
appreciation of this public inquiry. The magnitude 
of the burden of taxation and its rapid growth 
during recent years make broad public participation 
in the study of this complex problem vitally 


important. 


The primary purpose of taxation is to channel the 
necessary flow of revenue to governments. But this 
purpose cannot be considered apart from the 
responsibility of governments for measures aimed at 
the redistribution of a part of the national income 
in order to increase purchasing power, expand social 
capital and influencing the level of economic 


activity in general. 


In our country there is a growing disproportion 
between the respnnsibilities of provincial and 
municipal governments and their sources of tax 
revenue. The new demands and needs that are created 
by the striking changes during this century are 
radically different from the demands and needs 


which existed at the time of the enactment of the 
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’ British North America Act in 1867. 

2 

3 4, We have failed to keep our constitutional distributio 
4 of taxing powers abreast of the country's developmen 
5| and its demand upon sovernments. The inescapable 

6 necessity for a large measure of variation from the 
7| provisions of the British North America Act has 

8 been met, up to now, by a hodge-podge of expediences, 
9 some of which at times resemble attempts to 


circumvent the British North America Act by stealth. 


a We must, therefore, state our view that Canada 
urgently needs a new constitution written in this 
country, and corresponding clearly with the national, 
economic and political realities of this country. 
Such a constitution would need to affirm the two 
nation character of the Canadian state with a clear 
expression of the voluntary nature of the joint 
participation of the French and English speaking 
Canadian nations in this single state of the 
Canadian people. It would need to re-define the 
powers and responsibilities in our federal structure’ 
so as toconfirm the national authority of the people 
of Quebec within their province, as well as defining 
the necessary powers of provincial governments in 
all other provinces. It must provide that the 
people of Quebec shall share, on equal terms with 
the people of the provinces of English speaking 
Canada, the benefits of the growth of the country's 


economy, trade and wealth. 
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The Communist Party contends that because of the 
marked disparity in the resources, level of economic 
development, and wealth of daifferent provinces, there 
gre certain tax-supported services which can be 
operated effectively only by the central government. 
These are services essential to Canada's well-being 
and democratic progress and which must be available 
on completely equal terms to every Canadian. Three 
obvious examples are family allowances, old age 
pensions, and unemployment insurance. There is an 
equally pressing necessity for a comprehensive 
national plan for free medical service, and a 
guarantee that every child in Canada shall enjoy 
equal, full and untrammelled opportunity for primary 


and secondary education. 


Measures such as exemplified above or transfers of 
revenue to make them possible do not contradict the 
reality of the national control of French Canada 
by its people, still less do they contradict the 
principle of "provincial rights" in the conditions 


to today. 


We must make the observation that it is our opinion 
that far greater progress could have been made 
before now in meeting these fundamental needs of the 
Canadian people had it not been for the federal 
government's heavy commitments over the last 15 
years to defense expenditures which are now widely 


seen to have been both unnecessary and wasteful. 
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A. TAXATION AND FEDERAL PROVINCIAL RELATIONS 

Qo. It should be made clear that the need for far 
reaching changes in the distribution of fiscal 
sale poiie ae 94 Siete between levels of government in our 
country flows not only from the anomalies in the British 
North America Act. It also arises from the growing 
contrast between the far-flung distribution of 
productive operations and the increasing concentration 
of control, including control in the hands of foreign 
(mainly U.S. interests), and the consequent rise and 
decline of industries. For example, it is quite 
impossible for a small municipality to deal adequately 
with the effects of a decline of a national industry. 
It may well be that the decline which reduces that 
municipality to a ghost town is but the obverse side 
of a change which has increased substantially the wealt 
and income of another community. We are witnessing 
this development in relation to the problem of "run-awayy' 

plants from Windsor, and the establishment of automotive 

industry in other Ontario cities. On the other hand, 

we also have the example of the decline of the war- 

orientated uranium industry and the consequent 

impoverishment of all areas dependent upon it -- such 


as Elliot Lake. 


10. Steps to bring about far reaching changes in the 
distribution of fiscal responsibility as between levels 
of government need not and indeed cannot await the 


drafting of a new constitution. It is possible now to 
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negotiate mutually satisfactory agreements between 
federal and provincial governments which would provide 
for the assumption by the federal government of many 


expenditures now falling upon provinces and municipalities. 


ll. The conditions which render it necessary to make our 
education system available to all regardless of means 

are radically different from the considerations which 
prevailed a hundred years ago. A very large number of 
municipalities are quite unable to provide a level of 
education which corresponds with today's requirements, 
and in all cases the burden upon home owners is becoming 
extremely heavy. Because of its inseparable relationship 
to the interest of Canada as a whole as well as because 
the cost of adequate education is beyond the resources 

of the majority of municipalities, the Communist Party 
contends that its cost should become basically a national 
responsibility, paid out of the tax revenue of the federal! 


government. 


12. We hold at the same time, that the administration of 
education must continue to be a responsibility of the 
provincial governments, with the federal government 
making the necessary transfer payments as a statutory 


and irrevocable right. 


13. The Communist Party further advocates a comprehensive 
national health plan, 80% of the cost of which should be 
carried by the federal government out of its general 


revenues. 
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14. While it may not be possible at this time to achieve 
agreement on measures that would equalize essential 
provincial services, it should be possible to achieve 
federal-provincial agreement upon a pasis minimum level 
that is necessary for the interests of Canada. 
Responsibility for the cost of social services should be 
reallocated by relating present day needs to the changes 
in the distribution of industry and population. Medical 
and hospital services should not be treated any longer 

as though they were the responsibility of the 
municipalities. Care of citizens who, for whatever reason, 
are unable to work or collect unemployment benefits 


should not be the responsibility of the municipalities. 


15. The relief that will be afforded to provinces and 
municipalities by such a EE Ce of responsibilities, 
will enable these governments to assume responsibility 
for a wide range of new and much nesded expenditures on 
such things as public works, urban development and 
highways. The effective independence - the “elbor room’ 
of the provincial and local zovernments will actually be 
widened. These possibilities will be further enlarged 
by the establishment of a federal authority to provide 
loans to municipal governments at low interest rates, 
thus freeing them from the necessity of seeking costly 


loans from private sources, frequently in the U.S.A. 


16. We have made the foregoing points having in mind 
that the Terms of Reference of this Commission take "into 


account also the jurisdiction and practices of the 
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provinces and municipalities", and to emphasize our 
conviction that no considerations with respect to federal 
taxation policies can leave out of the account the 
responsibilities of the senior government to increase 


its expenditures upon the needs of the Canadian people. 


17. We do not consider it necessary to attempt here to 
define precise formulas which might guide federal and 
provincial governments in respect to the desapiaearess 
of responsibilities and costs which we propose, although 
we would wish to emphasize our opposition to the 
discriminatory practice of "matching grants’. Our broad 
general thinking on formulas was set forth in our 
submission to the Royal Commission on Canada's Economic 


Prospects. 
By A DEMOCRATIC TAX SYSTEM 


18. Taxes which inflict hardships upon individuals and 
their families are wrong. While the over-all tax load 


is heavy, its incidence on the country's economy is not 


incomes are already below the level that is required to 
maintain their families in decency while providing their 
children with opportunities for adequate education, All 
such taxation is discriminatory and should be stopped. 
the best interests of Canada will be served when the 
main source of tax revenues shall be those incomes and 
accumulations of wealth which are large enough so that 
the amounts which remain after paying taxes are adequate 


to cover all socially necessary spending. - 
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such as to justify the imposition of taxes on people whose 
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1} 19. Because interpretations of the principle of "ability 
2 to pay" may vary considerably we suggest the following 

3) guide lines for its application. A certain minimum 

4| standard of life should be available to all as the 

5] necessary basis for the health and progress of the 

6| Canadian people. Any tax which reduces the living 

7| standard of a section of the taxpayers, or an individual 
8] taxpayer, below such a level contradicts the principle of 
9| ability to pay and is regressive. A taxpayer who pays 

10] a personal income tax of $8,570 on a taxable income of 

11| $25,000 has $16,430 left after paying the tax, but one 

12| who pays only $610 on a taxable income of $4,000 has 

13 only $3,390, approximately $65.20 per week, in spite of 
the fact that he was assessed at a lower rate. Obviously 
the taxpayer with the higher income is best able to pay. 
The different effect of taxation on small incomes and on 
substantil incomes illustrates the moral basis of the 
principle of ability to pay; but formal recognition of 
this is not enough. 

20. To actually apply the principle of taxation according 
to ability to pay requires that the present method of 
assessment for taxation be replaced by a more equitable 
and efficient system. The necessity for this is 
illustrated by the following: 

21. a. The income taxes due from wage and salary earners 
can be levied with exactitude. They are deducted in 
advance at the source, with the result that in contrast 
to those who have big incomes, wage and salary earners 


are deprived of the opportunity to make temporary use of 
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the money which finally goes to the payment of their 
income tax in any fiscal year. In the case of seasonal 
workers, overpayments through such tax deductions at 

the source become in fact interest-free loans to the 
state of money which a worker needs to provide for himsel 


and his family in the off season. 


22. b. Taxes on high incomes and profits are open to 


widespread evasion. 


23. c. Increase in real worth which is not in the form 
of wages or salaries or declared income is exempted from 


taxation. 


oh, ad. Foreign owners, (including parent companies) of 
assets in Canada when they withdraw earnings from this 
country do not pay income taxes on the same basis as do 


Canadian residents. 


25. e. The system (if it may be dignified by the term 
"system") as it operates at present permits a Canadian 
who has a very large income to establish official 
residence abroad (in the Bahamas, for example) and thus 
enjoy the same reduced rate of income tax as is allowed 
foreign investors; while continuing to enjoy ali the 
rights of citizenship. 

26. f. The extensive use of "tax incentives" to 
corporations, such as depletion allowances, remission of 
taxes, remission in proportion to increased sales -- all 
these are questionable expedients by which the principle 


upon which taxation is supposed to be based is 
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1 circumvented, and therevy undermined. For example, 

2| who can believe that the super-profitable international 
3 mining and smelting operation operated the by 

4! International Nickel Company needed assistance to the 

5 extent of millions from the Canadian government in the 
6) form of depletion allowances to convince its United 

7 States directors that it would be profitable to enlarge 
8 operations. Such depletion allowances to mining and 

91 oil companies favor the extended take-over of our natural 
resources by the big U.S. companies which dominate 
investment in this field. No comparable assistance is 


available for the development of Canadian industry. 


27. @. Big accumulations of capital are "shielded" from 
taxation by proclaiming them to be "foundations". The 

fact that those who direct the affairs of such “foundations” 
use their funds to buy and sell securities, to increase 

the wealth that they control, is in itself evidence that 
this is in reality a corporate form in which great 
accumulations of wealth continue to be a part of the 
aggregate of Canadian capital. As such they should share 


with other recipients of taxation the burden of taxation. 


28. The above are but examples of the more evident 
methods by which large incomes and accumulations of 
capital are able to evade either part or the whole of 

the taxes that should be paid. It is our contention that 
a serious effort to apply the principle of taxation 
according to ability to pay will include measures to 


ensure that all such loopholes be stopped up and all 
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incomes derived in Canada, above the amount of the 
exemptions in each case, pay income tax on a completely 
equal basis. If governments are convinces that an 
institution or an individual who derives income is 
deserving of special financial treatment, such special 
treatment should be in the form of a grant or rebate -- 


paid after the income tax has been collected. 


29. As part of theobjective of stopping up the numerous 
loopholes by which income tax payments are reduced, the 
Communist Party proposes that the regulation which now 
enables corporations to secure exemption from payment 

of corporation profits tax on very large amounts of 
money disbursed for advertising, be rescinded cr at least 


drastically amended. Corporation profits taxes should 


be paid on all profits made. If any deduction ‘s to be 
allowed on the ground of advertising expenditure, it 
should be limited to an amount equal to five percent of 


operating costs. 


30. We should make clear at this ovoint that we favor 


eee eee ee 


the maintenance @ the exemption upon patronage dividends 


distributed by co-operatives. 


31. The differential between the rate of income tax upon 
residents of Canada, and the taxes paid by owners of 
Canadian corporations living outside of Canada should be 
|} abolished. Under the present arrangement foreign 

| investors and corporations withdrawing funds from their 

| Canadian operations pay to Canada only the flat 15% 


| withholding tax. This is completely inequitable to the 
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Canadian people, who have to maintain the governmental 
services and other amenities which make Canada attractive 
to foreign investors. The Communist Party contends that 
all incomes, personal and corporate, derived from 
personal investment or corporation operations in Canada 
should pay income tax on exactly the same basis. The 


present discrimination against Canadians should be ended. 


32. If personal and corporate inc<ie taxes were 
collected on the basis indicated in paragraphs 18 to 31 
of this submission, the aggregate of all collections 
from these sources would be considerably larger than at 
present. in light of this, we would submit that steps 
should be taken to relieve the burden of taxation upon 


those in the lower income brackets, through the following: 


33. a. Increase the basic income tax exemptions to 


$2,000 to single persons, $3,000 for married persons. 


34. ov. Allow university fees to be deducted from 


taxable income. 


35. c. Allow the cost of special schooling or care of 
children who are mentally or physically retarded as 


deductions from taxable income, 


36. d. Allow the cost of child care to mothers who work 
full time to be deducted before her wages are assessed 


for income tax. 


37. e. Allow as deductible from taxable income, taxes 


paid upon homes of assessed value not exceeding $5,000, 


occupied by their owners, 
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38. The principle that is implied in the Succession 
Duties Tax is correct, but it must be stated with all 
possible emphasis that the manner in which the tax has 

been collected until now is, in effect, a contradiction 

of this correct principle. First of all, the great 
accumulations of wealth which exist today are held by 
corporations, and therefore not accessible to succession 
taxes. Secondly, individuals of considerable means are 
impelled to incorporate their estate or even to 

distribute it among their prospective heirs, so as to 


avoid the tax. The result is that the proportion of the 


duties tax is so large that returns from the tax bear 
little relationship to the magnitude of the increase of 
the wealth of Canada from generation to generation. This 


makes the present application of the tax discriminatory. 


capital invested in Canada which escapes the succession 
39. Bearing in mind the above point, and in order 

to suggest important new sources of revenue which could 
be opened to the federal government, the Communist Party 
proposes that there be instituted an annual tax on 

capital gains, both realized, and unrealized, which are 
enjoyed by every person and every corporation that invests 
or engages in productive, commercial, financial, or other 
activities for gain in Canada. Such a tax should be 
levied on increases in the market value of securities 

held by each individual, each corporation, each institutio 
It should include within its scope every investor who 


resides outside of Canada, and the owners of foreign-owne 


corporations. It should be made compulsory for all 
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individuals, corporations and institutions to divulge 
all holdings of fixed and liquid holdings, and increased 


worth. 


KO. In case it should be questioned whether increase 
taxation of big accumulations of capital and of capital 
gains may discourage investment we must emphasize the 


following: 


4i. a. The change that we are proposing is designed to 
make subject to taxation substantial sources of wealth 
which now go relatively tax free, and thereby to equalize 


the incidence of the burden of taxation. 


ho. b. The record shows clearly that investment increas 
when the economy is operating near capacity. During the 
years 1940-45, Canada's economy was taxed more heavily 
than ever but it grew more rapidly than ever before 
because demand was continually ahead of supply and 
industrial capacity. A form of taxation which does 
inhibit economic growth and thereby investment is that of 
taxes on the masses of consumers which reduce effective 


public demand and thereby production. 


43, The increased tax revenues which will derive 

from introduction of the changes proposed in the precedi 
paragraphs will make it possible to relieve the Canadian 
people of some portion of the taxation of which, now, the 


incidence is inequitable, and in effect discriminatory. 


Ky, 6a. Sales taxes upon consumer goods are inequitable, 
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and in our view should be abolished as quickly as 


possible. 


4S. b. Excise taxes should be levied only on the 

“value added" at each stage of production and distribution, 
from the manufacturer's price to the final sale to the 
consumer. As operated at present, the excise taxes are 
pyramided by duplication of taxes on components and 
finished products, consumers are paying taxes on the 

taxes previously paid, including taxes on profits at 


each turn over. 


46. These proposals to strengthen the methods of 
collecting income tax and to eliminate evasion, to 


widen the exemptions to people in lower income brackets, 


to eliminate consumer sales taxes as ranidly as possible, 
and to establish a new tax on realized and unrealized 
capital gains, make up, in our view, the basis for a | 
democratic taxation system in Canada. J | 
| 


6. All of which is respectfully submitted. 


National Executive Committee 
Communist Party of Cenada. 


April 22, 1963 


2h Cecil Street 


Toronto 2-B, Ontario. 
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3. Ineauities also exist due to the fact that a 
number of charities were granted exemption under the 
Wartime Charities Act which has expired, and still retain 


the privilege. But charities set up since the war to 


raise funds for similar purposes may or may not be 
granted exemption, according to the discretion of the 


Minister. (See appendix B.) 


6. A further inequity exists in that organizations 
which raise money for a number of causes, some in Canada 
and some abroad (i.e. churches, Y.M.C.A., Y.W.C.A.) may 
issue receinots for income tax purposes, but an 
organization set up for the specific purpose of aiding 

one of these international charities, is not able to do 

so, for example the Canadian Freedom from Hunger Committeg. 


(See appendix C.) 


tT. Since it has been Government policy for a number 
of years now tocontribute to foreign aid programmes, 
Canadians should be encouraged to take an interest in a 
support voluntary aid programmes. Canada strongly 
supports the United Nations and it would therefore seem 
logical that any fund raising in support of projects 
initiated by the United Nations should be eligible for 
tax deduction, e.g. UNICEF, UNESCO, Refugees, Freedom 
from Hunger, etc. This would undoubtedly increase the 


interest in and support of the United Nations amongst 


the general public. 
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RECOMMENDATION 


Ls It is recommended that the Income Tax Act with 
respect to exemptions be amended to include specifically 
charities raising monies for use outside Canada, as well 
as within Canada, provided of course, all other necessary 
requirements are met and adequate safeguards taken to 


ensure the proper handling of such funds. 


oe In practice, if the Act were amended as 
recommended, the increase in the amount of money deducted 
would not likely be very large, because a number of 


organizations now raising funds for use abroad have the 


privilege of issuing deductive receipts. 


3 It would however, make it possible for the 


ad 


Department of National Revenue to administer the Act 


tn a fair and just manner. This is not possible at 


present. 
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APPENDIX A 


L. The Income Tax Act, Section 62 (1) (e) defines 
a charitable organization as follows: 
"A charitable organization, whether or not 
incorporated, all the resources of which were 
devoted to charitable activities carried on by 
the organization itself and no part of the 
income of which was payable to, or was 
otherwise available for the personal benefit of, 


any proprietor, member or shareholder thereof: 


2 Under Sec. 27 (1) (a) charitable donations are 

defined in part as follows: 
"the aggregate of gifts made by the taxpayer in 
the year (and in the immediately preceding year, 
to the extent of the amount thereof that was 
not deductible under this Act in computing the 
taxable income of the taxpayer for that 
immediately preceding year) to charitable 


organizations in Canada exempt from tax...” 


3. Information Bulletin No. 17 dated December 14, 


1962 issued by the Department of National Revenue reads 
in part as follows: 
"This bulletin is issued for the guidance of 
charitable organizations which issue receipts 
to donors to support the deduction provided 


by Section 27 (1) (a) of the Income Tax Act. 


"To qualify for the deduction, the gift must have 
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been made to a charitable organization in 
Canada as defined by Section 62 (2) Ce) ff). 
(g), and (ga), of the Income Tax Act. 
Qualification as a charitable organization is 
a matter of law and in doubtful cases the 
Taxation Division is prepared to offer its 
opinion on application. A form of application 
may be obtained from the District Taxation 
Office. 

“Te following donations do not qualify for 
the deduction for tax purposes: 

(a) donations to charitable organizations 


outside Canada;" 


4, It can be seen from the above that neither the 
Act itself, nor the Information Bulletin specified that 
funds raised may not be spent outside Canada - only that 


the charitable organization must be in Canada. 


LICR Sah aaa ii 
ih Wo AN ig. P 


er alphas 
e 

fends oat 0 noe fot. at 
ne << pute | 


oe Jag vn was" 4 


ar sy vs 
 gescirean xa amos: 20? @ 
Fy “ivioot enor bet an toe 


bad 


Cee et - ew awrsh £4119 7 ody gun? wel hare? 


Y i Mo 7 . shamed te MAS 
2 settinw> eptiiel ebnetxt cuit bans 


sgeeiev0 soivane etl ery tat naLbanno 


mn shears) fo enlwrek +75 meeha pire 


era evs toness?3 ib adv SH pT ID ¥z 
eae? eff oF acizaele: wm wv 
nv ; ‘ 7 ~ 
ore a o~ fj ob met welt 3 eel Tey 


r 


-Baleb oun 


” 
bed 
“~ 
—s 

- 


{Smmfd e'neiblidd anele 


oL% haere. iat wieneoka amoltak Sets 


A (qoidasinagi fnustivd ts 
iro : ae ; 
senclncines? fig snctiahi betine}) foRne 
a, 


a7 
) 


(esagurte® +03 
fyasesh ecroll & talie® enalzet be In) . AWAD 
47,7 ' : i : : ; iz ; 

As ; eatiiome) tag! aeqt mebeort. antSaaeZ ) - 
<n § eno ltaM bot law Jie er me gariohstw} 
~ (eet Sua: fags. srt Tuntags bas S004 


ts 


* 
i a= 
J ry » 
fire 72 er 
‘ ‘ 
, hea 
: ; 
A) ho ; 


a 
* * 


roan “- sot emo abit eave Eenom kpc : 


mpd 


settimiod wolves? nebebinad 


lof begets eacdt mort evods 


resi cia $e be 


i ‘ii 7 
bss 
4! a © , 
” 
, + 
7 
: f 


ah tata 


o 
i 
= 


( 


% - 
ae ee ay epee ee Se, : PR A) St a 


= g «+ @ =. 


“= = 


x 


i 


b | 
v 


4 


a 
me 


oe 
~~ 


m RS 


—— 

) 

i 

| 
my hes 

} 


-. 
| a 


ANGUS, STONEHOUSE & CO. LTD. Appendix B - 1. 


TORONTO, ONTARIO 


1 

7 APPENDIX B 

2 The following are some of the charities which 
4 send money outside Canada, which are entitled to issue 
5 


receipts for income tax purposes: 
Canadian Red Cross Society 
Canadian Save the Children Fund 
CARE of Canada 
Canadian Friends Service Committee 
Canadian University Service Overseas 
Unitarian Service Committee 


World University Service of Canada 


e. It is extremely difficult to differentiate the 
above from those listed below in relation to the type 
of work they are doing, yet the following do n&t have 
deductibility: 

UNICEF (United Nations Children's Fund) 

UNESCO (United Nations Education, Scientific 

and Cultural Organization) 
UNHCR (United Nations High Commissioner 
for Refugees) 

UNRWA (United Nations Relief & Works Agency) 

(Canadian Freedom from Hunger Committee 

(working in connection with United Nations 


Food and Agriculture Organization). 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


APPENDIX C 


i. During World Refugee Year (1959-60), the 

Canadian Committee for World Refugee Year had considerable 
correspondence with the Department of National Revenue 

in an effort to obtain income tax deductibility. For 
many months, the Department refused to grant their 
request, but as more and more individuals and organizatio 
became interested in the project, the demand became 


insistent. 


ae Meanwhile, most churches, the U.W.C.A., the 
Y¥.M.C.A., the Canadian Red Cross, and other groups, were 
all making great efforts to raise money for World Refugee 
Year, and were all able to issue receipts for donations 
which were eligible for tax deduction, yet money being 
used for exactly the same purpose donated to the Canada 


Committee for World Refugee Year, was not deductible. 


3. Finally, {possibly on the intervention of the 


Prime Minister) the request was granted. 


4, Now, the Freedom from Hunger Campaign, which is 
also sponsored by the United Nations under the Food and 


Agriculture Organization, is in exactly the same position 


De Many organizations which can issue tax deductibl 
receipts are raising money for the compaign, but the 
Canadian Freedom from Hunger Committee itself was refused 


permission to issue such receipts. 
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SUBMISSION 
OF 
L. C, FOSTER 
ao) 
THE ROYAL COMMISSION ON TAXATION 
May 13th, 1963 
2. In her letter of April 29, 1963, to Mr. G. L. 
Bennett, my sister, Miss U.F. Foster, outlined how a 
$170 refrigerator was re-assessed i. a capital item after 
being declared as an expense, The extra tax for 1961 
was just under $25.00. 

Te original refrigeration system (compressor 
in basement and unit in each of 3 apartments) was never 
capitalized and as it was not possible to replace one 
worn-out unit, the individual refrigerator was purchased. 

We wish to draw the following points to your 
attention as this is a typical handling by the Income Tax 
Department. 

2. When there is a re-assessment, any extra tax 
must be paid within 30 days, regardless of a possible 
reversal ey the Department of the re-assessment. 

This feature points up the basic attitude that 
the taxpayer is guilty and must prove innocence, 
RECOMMENDATION: Payment of additional taxes due to re- 
assessment should be required only after appeal and/or 
objection has been settled. 

3. The re-assessment was made by a Junior Assessor, 
Mr. F. Fryer, and the impression I received was that this 
course of action had to be stoutly maintained by all 


others in the Income Tax Department. Both Mr. Livingston 
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(Mr. Fryer's superior) and Mr, Robertson in the Appeal 


Section volunteered that this was a small nuisance item, 
and had they been in Mr. Fryer's place, they probably 
would not have raised this issue. 

RECOMMENDATION; There should be easy access to an 
intelligent and objective person, preferably independent 
of assessors, (Such as an "Ombudsman"). 

4, The Tax Department is Prosecutor, Judge and Jury 
and operates, in effect, on a “Police State" basis:- 

a) Our file is marked "To be Screened". Mr. 
Robertson said we could be questioned on the same item 
year after year, He mentioned particularly that my sister 
could be questioned every year about her status as a 
tenant. (My sister pays a fair rent and the only differ- 
ence between her and a stranger is that. she pays rent in | 
advance when we are short of operating funds). If a 
file is "to be screened" there is a natural challenge ede 
an assessor to find extra items for assessment. Each | 
year a different assessor has a go at it and we must 
defend our positions on items already discussed thoroughly 4 

The large expenses we have had have made this | 
real estate an extremely discouraging investment, and 
this hounding by the Tax Department leaves little 
incentive to improve our properties. Better to sell the 
property rather than try to increase income and taxes. 

b) When an Objection is filed on one re-assessed 
item, the whole file is screened for other items, Whether 
the Taxpayer is “guilty” or not on one item, the assessors 
dig for more if the original assessment is questioned. 


This incredible injustice is practiced very thoroughly 
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and consistently by the Tax Department. When our "Notice 
of Objection” was being processed by the Appeal Section, 
Mr. J. R. Robertson telephoned me and asked for all our 
receipts for 1961. He assured me that there was no 
possibility of the refrigerator being classed as an 
expense, However, he had singled out another item and 
wanted to review all items. After some discussion, Mr. 
Robertson gave a "choice":- 

i) Unconditionally withdraw our Objection and 

our file would be closed, 

ii) If we maintained our Objection and declined 
to produce all our vouchers, our file would 
go to the Deputy Minister with the recommen- 
dation that we be re-assessed on other items, 

Mr. Robertson mentioned that expenses ($228.02) and 
depreciation ($290.31) for the house in the country should 
not be allowed......as the house was not rented. As my 
sister pointed out in her letter of April 29th, we have 
not had the funds to make this house rentable on a year 
round basis, and have not found summer tenants for several 
years... Mr. Robewexon seemed certain that even with our 
withdrawal of objection (and closing of 1961 file) that 


expenses and depreciation for this property would not be 


| allowed for 1962. It would seem that by questioning the 


decision of a Junior Assessor (Mr. Fryer) we have changed 
our status from "to be screened" to "to be thoroughly 


screened for every probable item", 


RECOMMENDATION: It should be made as difficult as possibl 


for assessors to improve their chances of advancement at 


the taxpayer's expense. Assessors should look for ways 
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to help the small business man to increase his income -- 
and hence his taxes. 

Surely some elemental justice can be introduced 
so that only the item under objection is eineznerds, 
Ss It appears that, not only are there no clear-cut 
rules for making decisions, but decisions are continually 
being changed. Mr. Robertson told me that replacement of 
a tar and pebble roof on an old building is now considered 
a capital item. Refrigerators (1 or 100) and stoves 
(regardless of circumstances) are ruled capital items. 


Decisions in these shaded areas again appear to be made on 


| 
the wrong basis. A new tar and pebble roof only makes an 
apartment rentable, and we found that a new refrigerator 
was required before we could rent the apartment. 

By replacing a worn-out unit with a new refriger 
ator we are merely trying to maintain the value of the 
property, and the same would apply to stoves, new roofing 
etc., which are also replacement items, 

RECOMMENDATION: Replacement items should not be classifie 
as capital tintin’ 

6. It would appear that much time and effort (cost 
to the taxpayer) is being spent screening say 10 honest 
taxpayers lest one might claimillegitimate expenses and 
avoid some tax. Mr. Robertson asked me if I would like a 
neighbour to illegally claim expenses for a Florida 
holiday, and get away with it. It is peculiar justice to 
make ten suffer lest one escape. 

RECOMMENDATION: The costs of collection and the ill-will 
caused by the Tax Department should be assessed and balan- 


ced against extra taxes collected. 
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The cost of collecting the extra taxes from my 
2| sister and me was greater than the tax collected ($25). 


3| Following are times I spent on the telephone:- 


4 with Mr. Fryer - more than 14 hours 

5 Mr, Livingstone - 3/4 hour 

6 Mr, Robertson - 13 hours 

7 Total - more than 3-3/4 hours, 


gi; Aside from other time spent on this re-assessment, it fe 

9| obvious that the costd@ collection was much sreater than 

10| $25 (which we will get back over a period of years). Mr. 
11|| Robertson of the Appeal Section told me that they process 
12) hundreds of objections to re-assessments on refrigerators 
13) and stoves, 


RECOMMENDATION A careful review (with aid of computor) 


14 
15|| Should be made on the economics of collecting small re- 
6 assessments with proper allocation of costs and overhead 


17|| of each assessor. The reviewers should also look for the 


18|| application of Parkinson's Law to find how many extra 
19] people are being kept busy. 
20|| 8. Small business is not encouraged by the policy 


21) of the Tax Department to "re-assess and let the Taxpayer 


22) appeal". It should be recognized that:- 
23 4) There can be more than one legitimate inter- 
pretation of expenses v capital. 

44) In some cases some leniency in interpretation 
could nourish a business (with consequent 
future taxes) whereas the strict interpreta- 
tion could finish the business, 

111i) The small business usually has few resources 


of money or time to contest re-assessments. 
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iv) Expense items of a business are subject to 
tax either as manufactured articles or as 
labour, 

9; The assessors appear to trade on the assumption 
that a small increase in tax will not be contested. Mr. 
Pryer assured me that my $10 extra tax was a very small 
amount and nothing to worry about. 

In his re-assessment, Mr. Fryer forgot to allow 
the higher percentage for charitable donations and when I 
pointed this out, he offered most insistently to send me 
the dollar out of his own pocket. 
RECOMMENDATION: The taxpayer's interests should be 
completely safeguarded. Costs of appeals should be borne 
by the Tax Department and the tendency of the Department 
to protect the decisions of the its employees against the 


interests of the taxpayer should be removed. 


Leonard C,. Foster Professional Engineer - 
461 Valermo Drive, Province of Ontario 
Toronto 14 — Employed by - Dearborn 


Chemical Co, Ltd, 
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9 

10 The Professional Institute of the Public Service 


11|0f Canada has recently studied the provisions of the 
12|Estates Tax Act and is shocked at the minimal protection 
13) provided by the statute for the widow and children of the 
14|\ taxpayer of moderate means. 
15 The principles underlying all death duties are 
16||\Clearly twofold in nature: first, the provision of Govern- 
17\|hment revenue, and secondly, the prevention of the accumula- 
1g||tion of excessive wealth in the hands of the few to the 
19 ||possible detriment to the economic welfare of this country. 
20 Since the statute provides for the taxation of 
21 annuities on a commuted basis, and fails to give statutory. 
q2\Irecognition to the inherent right of widows to a vested | 
q3\interest in the family home and furniture, widows and chil- 
94|dren of modest means are being discriminated against. 

sees While it is true that everyone is presumai to know 
26 \the law, a scrutiny of taxation cases over the past few 
27 years would indicate that the law with respect to the pro- 
2g |\vincial succession duties and the federal Estates Tax Act, 
294s at best known to a limited number of specialists in the 
Olfields of taxation law and accountancy. As a consequence, 
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1| 1t is imperative that the statute make clear and adequate 
2) provision for the widows and children of wage earners and 
3| Salaried employees, whose main assets may well consist of 
4| mortgaged home, a limited amount of life insurance, and an 
5 equity in a pension or superannuation plan. 

6 Since the law with respect to gifts is extremely 
7 complicated, the Institute makes the following recommenda- 


8 tions for study by the Government with respect to widows: 


9 (1) that consideration be given to an amendment 
10 to the Act, to provide that unless otherwise 

11 disposed of by the will of the deceased, the 

12 widow shall be deemed, in all circumstances, 

13 to have contributed to the family home or resi- 
14 dence to the extent of one-half the fair market 
15 value, or $10,000.00 whichever is the greater; 
16 (2) that unless otherwise disposed of by the 

17 will of the deceased, that, in all circumstances, 
18 all normal household appliances, furniture and 
19 furnishings shall be deemed to be the property 
20 of the widow. 

1 The Institute notes that the Ontario Succession 


22 Duty Act makes provision for the education of minor chil- 
93|\Gren while the Estates Tax Act does not. 
24 Section 5(f) of the Ontario Succession Duty Act 


25 provides an exemption as follows:- 


6 "Any disposition for necessaries or education 
27 to or for any member of the family of the 

28 deceased where it is shown to the satisfaction 
29 of the Treasurer that such member was depen- 


30 dent in whole or in part on the deceased for 
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Such necessaries or education." 

The Institute strongly recommends that the 
Government give careful consideration to an amendment to 
provide a similar exemption in the Estates Tax Act. 

The Institute further notes that Section 5(h) 
of the Ontario Succession Duty Act provides an exemption 
to the following and the property and dispositions 
concerned shall not be included in the aggregate value nor 
included for the purpose of determining the rate: 

"Any non-commutable annuity, income or periodic 

payment effected in any manner other than by 

will or testamentary instrument and paid for 

by the deceased during his life and paid to 

or enjoyed by his wife or dependent father or 

mother or any dependent brother, sister or 

child of the deceased after the death of the 

deceased, to the extent of $1200.00 per annum 

with respect to any one person and to the extent 
of $2400.00 in the aggregate." 

The Institute recommends that the Government give 
careful consideration to an amendment to establish a compli 
mentary provision in the Estates Act. 

The Institute realizes that the implementation of 
its recommendations would result in a loss of Government 

evenue, however, we suggest that a suitable adjustment on 
arge estates could offset such a loss and would be more in 
ine with present-day economic conditions, and the substan- 
ial burdens that face the family in our modern society. 

While it is indeed true that nothing is more 


ertain than death and taxes, surely a good country to live 
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1] in should be a good country to die in for taxpayers of 

2|| moderate means. 

3 The Institute solicits careful study of its 

4| recommendations to the end that suitable amendments to the 


present Estates Tax Act will provide more certainty to the 


taxable. 


March, 1963. L.W.C.S. Barnes, 
President. 
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SUBMISSION BY: Mrs. Denise C. Brown, 
335 Donald Street, 
Ottawa, Canada. 


RE: PERSONAL EXEMPTION - INCOME TAX 


SUMMARY: THAT NATURAL MOTHERS, IRRESPECTIVE OF MARITAL | 
STATUS, BE GRANTED A BASIC AND PERMANENT 
EXEMPTION FOR INCOME TAX PURPOSES OF $10,000. 
ANNUALLY AND THAT SUCH EXEMPTION BE MADE 
RETROACTIVE TO JANUARY 1, 1957. 


UNREASONABLE BURDEN OF TAXATION: 

1) The imposition of income tax on self-supporting 
women with a dependent child or children,in the 
low income bracket is a violation of the basic 
principle that "men shall work by the sweat of 
their brow and women shall bear children in pain|'. 

2) An only child increases the cost of living for 
a self-supporting woman by at least 50%. 

3) The cost of maintaining a fatherless home far 
exceeds the cost of maintaining a conventional 

“home. 

i) The cost of maintaining a motherless hame far 
exceeds the cost of maintaining a conventional 
home. 

5) For practical purposes, a self-supporting woman 
with a dependent child or children, is support 
a motherless and fatherless home. Im order to 
maintain the same standard of living as that 
maintained in a conventional home in the same 
income bracket, she must retain the services of 


a domestic servant and also secure hired and/or 
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professional help to perform the duties of a 
male person in the home. 
Recognition of the fact that motherhood has 


suspended, reduced, curtailed, etc. the 


income of a self-supporting woman. 

Recognition of the fact that ate is no 
effective legislation in Ontario to place the 
responsibility for the support of the family 
on the married man. The skyrocketing costs of 
social services to the taxpayer support this 
fact. The proceedings in the family courts 
which are conducted in SECRECY further support 
this. 

With few exceptions, a self-supporting woman 
with a aesenaenk child or children cannot 

look forward to attaining or surpassing an 
income of $10,000. because of lost proanotional 


opportunities, etc. 


TO COMPENSATE THE GOVERNMENT for any loss of revenue, 
the following possible sources are suggested, 


1) Abolishing the "married" exemption as such. 
The exemption implies that there is a legal 
obligation to marry or, if one does, there 
Le 2 legal obligation to support a wife and 
children. Both are equally false in Ontario 
at least, and the Federal Government should 
discontinue playing apid. 

2) Amending the Income Tax At to delete "married" 


exemption for legalized adultery. e.g. A man 
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may “marry” on December 31st of a given year 
and "separate" on January 1st of the following 
year and qualify for "married" exemption for 
two years. Alternatively, the Income Tax could 
be amended to provide that women may also benefif 
from this type of conniving. 

3) Recognizing the exemption I have recommended as 

| the PRIME: exemption and any other personal 

exemption, if any, for income tax purposes, 


should be on a graduating scale therefrom. 
BENEFIT TO THE COMMUNITY 


1) Relieving self-supporting women with dependent 
children of the burden of taxation would, in the 
long run, reduce the demand for and the necessit 
to expand and/or introduce additional state 
supported social services. 

2) Relieving self-supporting women with a dependent 
child or children of the burden of taxation 
would give the child or children an equal 
opportunity of enjoying the same standard of 
living as that maintained in a conventional 
home, in an equivalent income bracket. 

3) The striking difference between a broken home 
and a conventional home is the financial status. 
The Federal Government has a moral obligation 
to reduce the potential and the incidence of 
juvenile eee by relieving self- 
supporting women, in the low income bracket, 


with a dependent child or children, of the 
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burden of taxation. 
SUPPORT OF MY SUBMISSION, 


1) I would be pleased to appear before the 
Commission if requested to do so, 

2) The views expressed in my submission are based 
on my personal appearance in the Family Court 
and in the Supreme Court of Ontario. 

3) The observations made are derived from long 
range effects of court decisions made on the 


basis of weak provincial legislation. 


CONCLUSION 
THAT NATURAL MOTHERS, IRRESPECTIVE OF MARITAL 
STATUS, BE GRANTED A BASIC AND PERMANENT 
EXEMPTION FOR INCOME TAX PURPOSES OF $10,000.00 
ANNUALLY AND THAT SUCH EXEMPTION BE MADE 


RETROACTIVE TO JANUARY 1, 1957. 
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Introduction 
ite The Canadian Committee on the Status of Women 


was established in 1953 under the Chairmanship of the 


late Mrs. G. D. Finlayson of Ottawa. Our attention was 


first concentrated on arousing in husbands and wives an 
awareness of the disabilities which widows suffered 

under the old Dominion Succession Duty Act. To accomplish 
this we compiled and widely distributed basic information, 
in lay language, in the belief that an informed public 


opinion will compel governments to amend existing out- 


moded legislation, The overwhelming response and the | 
commendation of our educational material from individual 
women across Canada and from national organizations, 

both women's and men's, prodded us into taking a further 


step: we made a number of written and oral submissions 


to the Federal Government throughout the progress of 


| 
| 
| 
the Estate Tax Act from Bill 248 through the replacing | 
Bill C-37, and finally made a submission to the Senate | 
Committee on Banking and Commerce in 1950. | 
2 Our main point of pride is that our er 
drive eee ea "the man on the street". In addition, we 
stimulated thoughtful study and widespread action all 
across Canada: interest was particularly keen in the 
Prairie Provinces, "However, eredit for improvements 

in estate tax legislation is due to the concerted efforts 
submis sion 
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to Sections (a) (2) and (f) outlined in Order-in-Council 


P.Cc, 1962-1334. Our arguments will deal with estate 
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tax lesislation and with personal income tax insofar as 
it has a bearing on estate taxation. 

$75 .090 true exemption on all estates 

4, We submit that a true exemption of $75,000 
should replace the current one of $40,000 for all 
estates (now $60,000 where there is Adwedaatt More than 
ten years ago scores of women's and men's on Pan tenseene 
were asking for a true exemption of $50,000 or more, 
Since that time many organizations have concluded that 
$75,000 is a more realistic figure. Inflation has had 
the effect of providing people with more and cheaper 
dollars, thus moving them into estate tax brackets. 
When you consider that an estate includes house and 
rurniehings, Car, Insurance, capitalized pension, as 


well as everything else you own, your estate may be 


found taxable even if you live very modestly. According- 


ty, LC wourd be“Wonly realietic ts raise the true 
exemption to $75,000. 


Recognition of marriage partnership for estate tax 


5 We submit that one-half of a deceased marriage 
partner's estate should, if it passes to the surviving 
partner; be considered, for tax purposes, as earned by 
the surviving partner, and not therefore, subject to 
estate taxation. 

G. A partnership in the ordinary sense of the 
word involves an undertaking by persons in agreement to 
Share risks and prorite, ‘That a wife shares and shares 
equally with her husband the risks and responsibilities 


of marriage is self evident. However, a study of the 
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Estate Tax Act envinces no recognition of the fact that 
the wife contributes increasingly in dollars to the 
value of the estate; no recognition of éhe constant 
and rapid increase in the number of working wives. 
Today every fourth female over the age of 13 works for 
pay. These women make up more than a quarter of the 
labour force. According to the Dominion Bureau of 
Statistics report for 1959, less than a quarter of them 
are single. In fact, 66.5% are married; 10.3% are 
Widowed, divorced or separated. Obviously these women 
working for pay are contributing a monetary value to 
the husband's estate (which they consider their joint 
estate) through down payment on the home, mortzage 
payments, house furnishings, clothing, children's 
education, often the husband's further education, and 
even groceries." This is in addition to being a wife 
and homemaker, itself a sufficient reason for legal 
recognition of equality in the marriage. 

Ys Such equality is recognized in the case a 
property owned in joint tenancy: provision has been 
made iio Mi only that part representing the deceased's 
"interest" will be included in the estate. Therefore, 
where husband and wife owned the home jointly, only 
one-half the value es a be included in the estate of 
either for taxation purposes, Logically, this principle 
of equality should’ be extended to all property inva 
spouse's estate and not be limited to real property held 
in joint tenancy. 

Discrimination against widowers : 


o. There is discrimination against a widower 
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in the case of a wife's estate, which is allowed only 
an exemption of $40,000. If a widower is to receive 
the $60,000 true exemption he must be physically or 
mentally infirm AND have a dependent child. This denies 
the principle of equality in the marriage partnership: 
this principle should work both ways. It should not 

be necessary for a widower to be either infirm or 
supporting dependent children in order to have an 
exemption equal to a widow's. This discrimination is 
frustrating to wivés who are working to support invalid 
hucbands, and unfair to the husbands themselves. The 
basic exemption for all estates should be $75,000. 
Relief from double taxation . 

9. Regardless of theories of taxation, hardship 
does result from the double impact of estate taxes and 
income paces on pension benefits. Pensions, annuities 
and similar funds are capitalized on the basis of the 
widow's life expectancy: they are then added to the 
agsregate value of even a modest estate, and estate tax 
is levied thereon. Also the pension benefit is 
immediately liable to income tax. This unreasonable 
squeeze forces many a widow back into her pre-marriage 
job where she finds herself out of practice and near 
the bottom of the pay scale. 

Loox We also submit that the imposition of estate 
tax and income tax on the same sum of money can 

exhaust the benefit: it may cease with a widow's re- 
marriage; she may die sooner than the ttortalt os seats 
predict. Such provision for these contingencies as is 


to be found in amendments to the Estate Tax Act and 
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Income Tax Act is unsatisfactory because it is cumber- 
some, complex and expensive to administer. 
Delay in We hent tie of estate taxes 
BX Many widows, who cannot benefit from further 
changes in estate taxation, have expressed the opinion 
that no tax should be imposed on an estate until both 
Marriage partners are dead, The following statement by 
one widow expresses the sentiments of many married wouee 
"No country should impose succession duties 
on a married couple's estate until both are through with 
it. Ordinarily, the estate ~ been earned or cared 
for by the efforts of both in the hope that the income 
may care for them in their declining years. Many 
husbands today receive a pension when they retire, At 
the present time if the wife dies first there are not 
succession dues on ary p@wtion due to the help of the 
wife, But if the husband dies first immediately the 
estate tax takes over and all the assets of the estate 
are subject to succession dues, Also, immediately her 
husband's pension is cut in two. The law requires that 
not oniarithe reat estate and bonds etc., are valued but 
the pension that she would receive until 72 are capita- 
lized and aaacartia the value of the weil and succession 
dues levied on this — The capitalization of the 


pension may also put the total value of the estate into 


| whole estate. Also at a time of grief and personal loss 
} She is confronted by a payment of taxes that there may 
| very easily not be ready money to pay. This may have 


| ©O be borrowed and interest paid on it or, if deferred 
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and paid in instalments to the government, again interest 
is charged by them, Why, at the time of the widow's 
greatest need in her lifetime should she lose her home 

to pay taxes or be forced into an inferior way of living 
in order that the country may collect succession duties | 
a few years earlier than would be the case if they were 
not collected until the wife dies? As a matter of fact 
this money does not belong to the state until such time 

as she is through with it. No country is so poor as 
to have to penalize their women in this way. If 
succession dues must: be collected, levy a higher rate 
after both husband and wife have died and the estate 
passes to others who have had no part in either creating 
or caring for it." 

Lack of liquid assets 

ie We have heard it argued that a widow need 

not lose her home, etc., if the husband, during his 
lifetime, provides enough liquid assets to pay the 

estate tax. There are several answers to this: and 

the basic one is that it is nearly EEE for people 
whose estate will total $50,000 to $75,000 to find any | 


liquid assets that can reasonably be set aside for this 


not be needed to pay estate tax because the estate will 
not have reached a taxable aggregate; if he lives to 
middle life, a growing business requires all available 
capital to keep it growing into a taxable estate (or, 
as the married couple think of it, one that will keep 
them through their retirement years), For many years 


the first call on liquid assets-must be provision for 


purpose. If the husband dies early, liquid assets will 
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the education of the children. His pension, if he has 
one, will provide a basic subsistence allowance for the 
couple, and later for the widow; for they are quite 


unaware that capitalization and double taxation on 


income will eat up pension benefits for several years, 
and may sienna the widow in debt for loans to pay 
taxes. They must maintain payments on the home; they 
count on it, the 20 year mortgage paid, to house them, 
or the surviving spouse. The house is comfortable, 
and the thaught of debt-free ownership is deceivingly 
comforting. 
3 Ue Pe As the widow pointed out in her statement, 
the government has no right to frustrate a married 
couple's Oe eee ons of reasonable and earned security 
while either spouse lives. 
TH. Therefore, we submit that there should be 
no collection of estate tax on a married couple's estates 
until both spouses are dead. 

Respectfully submitted, 

(sgd.) Mary R, Gilleland 

Mos. We 27 Gl itielands 

Chairman 
Canadian Committee on 
Status of Women 


Box 606, RR1, Ottawa, Ontario. 
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The Canadian Federation of University Women 
makes these submissions on behalf of its Member Organi- 
zations, totalling 107, with a membership across Canada 
exceeding 10,000. The minimum requirement for member- 
ship in our organization is graduation in a degree 
course from an accredited university. 

aie These submissions arise out’ of findings of 
our national committees and, having been endorsed at 
annual and triennial conferences, represent C.F.U.W. 
policy. 

oo The recommendations which the Canadian Feder- 
ation of University Women are making to the Royal 
Commission on Taxation concern: 

(i) | PERSONAL INCOME TAX 

(11) ESTATE TAXES 


(411) PROVINCIAL TAXES 


PERSONAL INCOME TAX 
Discrimination against Wives as Dependents 
4, We would draw to your attention the fact that 
tax regulations discriminate against wives in comparison 
with all other dependents. The amount of money other 
dependents have been allowed to earn has been raised 
from time to time, but the wife's $250 remains the same. 
The child going to college is assisted by a generous 
exemption, a parent eee ais the old age pension is 
granted a dependent status. All dependents, in fact, 
except the wife, are allowed to earn up to $950 a year 
without affecting the taxpayer's exemption. 


Ss There are now so many and such varied 
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1 opportunities for a wife to obtain a part-time income 

2) (which is what a $950 exemption would cover) without 

3] jeopardizing her family's interests or decreasing the 

4) attention and care she can devote to her family that we 
S| believe It ts inteir to penalize. her husband °ii 5 sor oie 
6 advancement of the family welfare, she takes advantage 

7 of these opportunities, It must be taken into account 

8] that the money so earned is nearly always spent on 


9] improvements to the family home, a hetter educational 


10isoppantunity for the children, or even on necessities such 


11, as. food, 
12/ 6. To allow a wife to receive income up to $950 
13] 2 year without affecting her husband's income tax exemp- 


status 


| 
14 tion Por her, would be an acknowledgment of her 


| 
15 | AS an ecual -citizen.of. the nation, 


16| Discrimination against Employed Spouse 

| 
17e7 : A great number of wives -- it is usually women 
18}; who play the subsidiary role in these situations -- work 
19} cide by side with their husbands;.. they may be wives of 
20} farmers, dJoetors. lawyers, dentists, small shop. keepers, 
21 cr even salesmen. Whatever work they.do, they deserve 
22|| to be paid for it as any other person would be; and we 
23|| celieve the husband should be allowed to deduct such 
24] salary as a legitimate business expense, This view is 
25|| also held by the Canadian Institute of Chartered 
26|)*Accountants and the Canadian Bar Association. 


27} 8. True, this inequality can be overcome by the 


28 “ormation of a limited company (professional men excepted) 


29) Both husband and wife can then receive salaries from 


30) the company and pay tax on them separately. The =sxpence 
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SF TORONTO. ONTARIO i 
1] involved in forming a limited company often prevents the 
2|| small business man from taking advantage of this 
3] provision, 
4| 9. Discrimination against both the small business man 
§| and the professional man would be removed if the remun- 
6| eration received by an employed spouse were deductible 
7 and treated as separate income in the employee's hands 
8] «here the services are actually performed and the 
gi compensation is not greater than would be paid to another 
10/ person for the same seryice, 

11] Exemption for Hcusekeeper's Wages 
us 20, Many single persons are the sole support of 
13] dependents needing full time care, and at the same time 
14) they must work full time outside the home. We believe 

15|| that the Income Tax Act should be amended to provide 

16|| that an individual who is supporting a anes or other 
17 
18 

19|| the purpose of looking after such dependent(s). 

20|| A taxpayer who claims this deduction should be unable 

21 to claim the $1000 deduction for married or equivalent 

22) exemption. 

23) -11. At the present time householder exemption or 

24 $1000 is allowed a taxpayer when a housekeeper is 

25|| maintained where there is a dependent child and no spouse 

2764 in the home: there ve an additional exemption for the 

271 child of $300 or $550. As the householder exemption is, 

28|| however, for the child, the actual exemption for the 

29] housekeeper is only 5300 or $550, depending on the age 

30] of the child. 


ie eT a be: Hy pon ih benen M me ie i Pa 

ie sani Het at as ade ie ge ae ; i i | it ue 

aay sie ag hae . a sc e a a oe 
"ad ae ont es a nu os HANES AAA) i ae es he iat 
ii Ae ios eet eet ci el aloe i it, ae v : ve mn 


te = we. ri 


ie ie ys 


o 2gaceeataningy nee poate mn 


ar phn Ny a tte uae ni a _ heeeaion idl at han Praag at 


Wales 


b dessa yen et \s 


ue Hear ERM) eidniaalihaseacahe bin a 


cy eva panama bi mide qeatoagerenay pill une unt 


Seek shaadi Sect tec eR 
acuhengscnaanneiesaaigl eae 3 


| " i ii # ad bivow 000, CRG ant aVeLied sw tarsi Age 
a Pt gore boaserneh taegerq aris 20 wa ut sega euk ibm a hiasary es. 
. fh ehlet ent of Potawaeig Noenel neo asl (alma NAN P : 
jam of mohdnes ds. werd om vERCL et. mtn nant ee, mae eet | jae 
i ‘i est Inert Lnpriech add wo doebitkend edd Yo taens gate lag < 
| ‘SERAL wOE ytsunced prieb Lednaite Slt 3 sane ated Bi ; 
ireedte nt COO(ETH to .notdqmone eUTt & wend Hao? Lar Suet pas 
“pens, bAwow snes. SARS | LE: Aircel ‘bebe say ia ata | pee 


maa) vine. i apna denne aint’? amon i | ene 


a 
i ; i; 9 
ry) 
, Ae { ' 
7) iy re? \ ce) , 
uy Fut ga - 
ety, Me Naat Veit ch 
ears v. . 7 Me 
ne et ee Bahk tt * oe ae L 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 5 


We believe that the actual wages paid to a 


housekeeper should be allowed as a personal exemption: 
(i) when there is a child dependent on the 
taxpayer and either the spouse is employed full time 


elsewhere or there is no spouse in the household, or 


(ii) When there is a dependent other than a 
child in the household who by reason of inrirmitv re- 
quires full time care, and either the taxpayer's spouse 
is employed full time elsewhere or there is no spouse 
im the nevusehoLa. 
is. If the taxpayer claims these wages he could 
also claim the usual exemption of $300 or $550 for the 
dependent concerned, but could not claim married or 


equivalent exemption. 


ESTATE TAXES 
74 We propose the following: 


(a) a true exemption of $50,000 deductible 


Fs) 


fromthe value of,the.estate before 
calculation of estate tax. 
The Estate Tax Act provides a true exemption of $40,000; 
nevertheless we believe that $50,000 would be a more 
realistic figure in view of the present decreased value 
9G st pe acihee. In our Brief presented to the Prime 
Minister of Canada in 1953, we drew attention to the 
statement of the President of the Montreal Trust Company 
in his report to the shareholders, February 16, 1953, 
that had there Tae a true exemption of $75,000 in effect 
during the year ended March 31, 1951, there would have 


been 36 percent fewer taxable estates but only six 
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percent less revenue, The decrease in revenue would be 
largely offset by a corresponding decrease in the cost 


of administration, 


15. (b) recognition of equality in the 
marriage partnership by allowing 
that one-half of a deceased 
marriage partner's estate if it 
passes to the surviving partner 
shall be ‘considered for tax 
purposes as earned by the surviving 
partner, and not, therefore, subject 


to estate taxation. 
16; We submit that the present exemption of 
$60,000 where there is a surviving widow whether or not 
she received any part of the estate, is NOT an acknow- 
legment of équsiity in the marriage partnership. The 
Federal terns has applied this taxation policy in 
respect of widows in the Province of Quebec despite the 
fact that, except where the community is dissolved by a 
Court, the wife exercises no legal claim or control 
over this property during her husband's lifetime, We 
believe an advantage enjoued by one province should be 
extended to all. 
Le We submit further that the present exemption 
of only $40,000 in the case of a wtrais shige is again 
a denial of the Sateedens of equality in the marriage 
partnership, a principle which surely must work both 
ways, This discrimination against husbands is 
particularly severe in the case of an invalid husband 


who survives his wife; he must not only be physically 


ie “7 Ri th he it i. ss 
i mean ti at ant tue 
me iy i Le er tea 

Pee at | j 


Ghd Mat NORRIS 4 ; I of 
Viuedy stout, nm cro ete ‘DiS id 


vigil " ad y alkenes alan ai na i NY i 


i 
eas ie Line, 
tees 
we icy 
o 


i] 


ene 


Si Backlash i CRUST UPL LE 
Apdo stoma castes reat eine, sate thbmafate i avon a's +2 eile sted 
Ltt : ‘ AA den a ii, iy ghdeeat iN ny it ea ; Ny earl +4 Vi i iy 
odes) heiete{ oor ue ‘be icrrgon saivyenued biel bantu ye ‘a e i 
hb aka NBS MN ait . a “al te 
1 erry Wine , his 4 
ds ‘s a Sint: ‘rl 0 KS's eet ‘he i ciaaneiaen has Hit so AP re | ot ea 
rn eis wi} ) ; ; f 
ye ee gedinrnia arte Soci pote mo nie i ah a | Mai 
| f . 


a eciienenah dda ieee amie ate ameabiememmaatiadit ve Bedi lent enh puny pene ene Soares 


i ' oF 
ah re Halts har ’ af ‘ie | ; Min wadinviad ho a Le bey , ’ | 
7 Or a : ia? ‘ : ae sradn ade OEED | TA ee be! 4 ‘ t ; fs d 
BACNET t \ in, | | 
A a iS a ad | he Piles 
Miele eaves Ao beteg Ab no kigmexe >) jor Hay 
y 


* yt ai A 


Mee aye | . AD FISKEI 82 nIe9 Dtaeawe fy is, a 


' aan . 
his sae ; on Oyen: sortie 4 eho ay ee OE OY Eee Te! © oe : \ y : 
ie a i x ‘ a) ie if 
ees ‘ian + Ynvenehi ‘hn RE beady tn) hae ieee) Lanse TT RR 
1; ‘ia Hh to j 5, Bun 
f yi Hi My Bi BA ( 5 ' 
Wit ner OCR UA SURED ET SMy pito Pere: Orme aa: ints Fes 
hit, tat eau i! j : ; fed 
yih Bf be oe bik BS) ARI Cee ee) UP ee a OORT is pie yin oe ty A 
;\ "ake i pe 1s - ; ee te al < = 
Oe TN i. ; t hi 
i ial || 4 ti t » al [ 
UVveed 2 ma ciegey 2 WOR SEAT YR Kee ae Ve ar eet } yeh 
ne ee | 
} ie yi ha. ; a ; 
iy a Weal es laoed nh oe yeimaes ani le ered 8, POLS ‘ at 
' id D ie i 
A he Di ue ha ) ] i 
Aw ¥ eminent tein xin: rt Shank ad Gee drremeta: cpcicistd ce at, 
Ric | | . HD 
ane ee ton, bu orks eet anh sivas Se wkateen st okie Y 5: as, 
ii a i 7 
ET Spe : Dy i y 
eta229 a: Roeutecer el Ledlieme oO ares |. po4o Lad meee, | ABW any 
ay # } a Ms | , ; oe 
mi ' i) / SSI AE eC Ste ee Ba 
os = i 4 
Pers ‘dons ok brs sao tone | otearedeaut 6!) ae 
‘aa 4 i ; at : F ha } 
“wonaitosers ‘pret s'eovivdse act ne. “bore Lad hae ye 
Hisbae orf uot doegxe Stil ald gue gatvil wioted sels | pee 
)Qeviwoet even tbe ‘ot oliw wsinom he nee ede ee hee f 
4 U 
{ } hat ¥ ; is ( é x i | uf i 
| | Pie | s 
ih ‘ Tit oe v ; ee A 
Key tt Wiel) Vint) - Adi, / 7 a 
on Beer cnn 1 JALIGETVORS ugh’) ee hae r 
_ Alo 
/ : ‘ : J ‘ é 4 
ht | j 4 
4 v7 , 
bos wet! 02 an felting apsant ‘Be (a , me fh 4 
1 r J ic , 
at peng whens verry we dontdue one) dee 


| ) ede by. | vat ate Wvew: ‘Kae kembencs fer 

aU erry een aa Duh ap ener fa Ty 
a “ eas ned svete fy xa ‘ote 8 t he a tpi) 
i yt ie my 


ing ¢ Mi ne } a: .) Ps ¥ | : te) at ’ ; La 
' \ ; ee Ta) : ; Fe «a Hy Me ( Af j , f 


+ im : " 4 
‘ 4 ) 
* Ps -_ 4 
. Td Ft cS : - 
| ly i te ih 
a y 
_ ny 


— 
nN 


29 


30 


TORONTO. ONTARIO t 


ANGUS, STONEHOUSE & CO. LTD. 
| 
or mentally infiem himself, as if this were not handicap | 
enough, but he must also have a dependent child. Surely | 
an infirm widow2r should receive as much exemption as 


a healthy widow whether or not he is supporting dependent 


children, We submit that this 1s an unrealistic concept 


in. a home, regardies= of "the-sex ofthe anvalid, IG 22 


also discouraging to wives who are working to support 


invalid huebandse, 
estate taxation 

Taxation of the capitalized value of annuities, super- 
ennuation and pension benefits frequently imposes great 
herdenic. Where a person has only an annual income out | 

we peasy ty get | 
ci wnicn tO pay estate tax, this may impose a heavy | 
strain cn the slender resources a beneficiary may have, | 


even though payment may be made in six annual instalments, 


£ 


lf, we maintain that future income should not be 
capitalized; where no capital is received no estate 


| 
i 
vax should be-levied, | 
2 s i 

2O% Furthermore, pensions and annuities are | 
| 


capitalized on the survivor's life expectancy. If he 
ectate tax on money which he will never receive, 


PROVINCIAL TAXES 
is We are a little puzzled as to how to approach 
the subject of provincial taxes in a submission to this 
Commission, However, with regard to the Ontario 


dies before living out his life expentancy, he will pay 
Siccession Duty Act, we have made several submissions 
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to the Government of Ontario regarding the inequities 
in this legislation: it provides for no true exemption; 
there is no recognition of the marriage partnership; 
no provision for Quitk Successions; and it clings to 
an outmoded classification of beneficiaries, It is 
incredibly unfair to the residents of the Province of 
Ontario as compred with the residents of other provinces, 
including those in Quebec, 

Respectfully submitted 

on Dehal® of: 

THE CANADIAN FEDERATION 


OF UNIVERSITY WOMEN 


Margaret E, MacLellan, 


President, 


ANGUS. STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO Z. 


REPRESENTATION SUBMITTED BY: 


G., F. MacLAREN, Q.C. 


DEATH TAXATION AND THE SMALLER PRIVATE 


BUSINESS IN CANADA 


The position of privately owned businesses in 
Canada has been and is seriously endangered, and a great 
many such businesses have been and are being sold to 
foreign interests or large amalgamations. Unlike the 
independent Canadian owners of a family business built 
up in Canada, foreign-controlled corporate owners of 
Canadian companies never die. Therefore, on each take- 
over of a Canadian business by a foreign corporate 
ownership, the future and recurring potential of Estate 
Tax and Succession Duty is removed forever. Yet we now 
find the Federal Government and Ontario and Quebec almost 
forcing this takeover by foreign corporations or large 
Canadian amalsamations by the vicious and almost immediat 
estate tax and succession duty imposed on the death of 
a Paakaent Canadian who has built up a successful 
Canadian-owned business. 

The Canadians who have built up 4 prosperous 
and well-run business in Canada are prcoud of it, plough 
back a large proportion of the earnings left after taxes, 
keep the plant and equipment up to date and treat their 
employees well. It is noted that the Report made in 1945 
by the Royal Commission on the Taxation of Annuities and 
Family Corporations stated at page 51: "We are strongly 
impressed by the evidence with the value of these Private 


Companies in the Canadian economy. 
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1] Death Duties 

yi When the main shareholders of a company, who 

3] have built it up, grow old, the business if often sold 

4 either to foreign capital or to a large Canadian 

5] amalgamation; and one of the causes of this trend is the 
6 pressure of looming death duties. 

7 Most such businesses regret the need for this 

8] and would prefer to carry on as peranwins well as to 

9 protect the jobs of their faithful key employees; but 

10} often the necessity for finding the sum due as death 

i1 duties within six months of the death of a large share- 
12] holder forces a sale. 

13 If the founder or builder of this successful 

14 industry dies unexpectedly before he has sold his busines - 
15]| government steps in and under its legislation, values 

16 everything the deceased owned under the valuation 

17 provisions of the legislation, with payment to be made 

18 within six months, after which a penalty is imposed for 
19 late payment. What can the executors do for cash to Day 
20 the heavy duty on this one asset the estate owns (namely, 
21} the equity in the business)? Its valuation is made as 

22 of the date of death, on the last stock market quotation 
23 or on the company's present worth, based on past earnings 
24] which will usually be considerably above any quick sale 
25 value. Often the estate has to sell. It is very 

26 difficult, if not impossibie, for the estate to obtain 

27 enough money to pay the tax without paying very high rate 
28 or giving up control of the business. 

29 Granted the wife and family may be able to live 


—— fairly comfortably on what is left, nevertheless the team 
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is broken, the spirit is gone and the business is owned 
by outside interests. Further, the spirit to expand or 
further build pacecteee new by Canadians is, to say the 
least, not encouraged. 

it therefore seems desirable that the federal 
and the provincial authorities should by some method 
relieve the sudden, stupefying impact of estate taxes and 
succession duty on the estate of the principal ommers of 
the cquities in these small Canadian independent businessés. 
Msg eee do not give some relief, such businesses or 
companies as described will continue to be sold to 
foreisners or large corporations. If the government 
advisers do not realize that this is inevitable, they 
are not in touch with what is going on in Canada. If we 
keep on the way we are going, then it has been estimated 
that the successful Canadian-ormed economy will disappear 
within 100 years or even less. Even Russia recognized 
this fact in many ways, and could, through corporate 
set-ups, be actually acquiring control of some of our 
businesses in Canada, 3 

It is of course realized that the government 
requires taxes, but should not a government take a 
lonser view of the inevitable outcome of its taxation 
methods? Our politicians compete with one anomie in 
promising us gullible electors something for nothing, 
before the government has collected enough money to pay 
for same. The capable and dedicated civil servant must 
draw up our laws or find a new way to raise the taxes to 
pay for the promises of our politicians. ‘ith the greatest 


respect for anyone who goes into politics and for our 
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usually capable civil servants, very few of these are the 
type of persons who have actually built a successful 
flourishing Canadian-owned industry. It is submitted ‘ 
that, if they are honest, most politicians, civil servant 
and perhaps a great number of the electors will admit to 
being envious of the successful businessman; so success- 
ful Canadian-owned businesses seem to have at least two 
strikes against them before they go to bat. We must have 
revenue to pay Canada's expenses, and estate tax and 
succession duty seem to be a very fair method of obtainin: 


it. But let us impose these taxes in a fair way so that 


Q 


Canadian owners of these industries are at least given 
a chance to pay the tax and yet retain ownership in 
Canada. 

The answer to this riddle is not clear, but it 
does seem obvious that the windfalls accruing to the 
government when deaths take place would be larger in 
the future and would occur more often if ownership of 
businesses was retained in Canada instead of passing to 
foreign companies or large amalgamations -- which do not 
die or pay death taxes. 

It tock a lifetime to build the smaller 
Canadian-owned industry, so on the death of a shareholder 
or owner, wny should the government not allow the tax 
to be paid on, say, at least a six year basis? The 
following proposal gives a breathing space and seems fair 
At least six years should be given an estate in which to 
pay the duties without penalty but with interest at, say, 


Wey per annum after the first year, the sovernment keeping 


control of sufficient assets in the meantime. However, 
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to encourage prepayment of duties before six years, a 
discount could be given to the estate of say, 6% per 
annum, 

Such a scheme would give time for the remainder 
of the family or group to organize some method of keeping 
control in Canada and encourage the Canadian-owned contro 
to keep on with the expanding business. The executors 
could graduaily liquidate to the remainder of the family 
or group, or other Canadians, some of the interest owned 
by the deceased, over a reasonable time, so that the 
executor and the Canadian group owners could pay the 
taxes imposed at death and yet retain control in Canada. 
It at least gives them a chance which they do not have 


at present. 
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Submission to the 


ROYAL COMMISSION ON TAXATION 
made on behalf of 
DOMINION-SCOTTISH INVESTMENTS LIMITED 
and 
ECONOMIC INVESTMENT TRUST LIMITED 
May 6, 1963 
INTRODUCTION 
This submission is made in reference to the 

taxation of Canadian investment companies under Section 69 
of The Income Tax Act. This Section provides for a special 


rate of tax on investment companies provided they adhere to 
certain conditions set out therein. In addition we propose 
to discuss briefly the basic concept or philosophy governin 
the operations of the "closed-end" type of investment compa 

We wish to draw to the attention of the Commis- 
Sioners two paragraphs of Section 69 (2) of the Act. These 
paragraphs read as follows: 

(ba) Not less than 85% of its gross revenue 

for the year was from sources in Canada. 

"(bb) Not more than 25% of its gross revenue 

for the year was from interest." 


It is submitted that these paragraphs, which 


50 ai been in their present form since December 1960, should 


27 |be repealed and replaced by a paragraph to which further 


28 jreference is made in paragraph 7 herein. 


29 |SUPPORTING ARGUMENTS 


30 


The main arguments in support of this submission 
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are set out below: 

Ey Both of the above provisions inhibit port- 
folio managers in their range and choice of available 
investments. This is especially true of paragraph (ba), 
in view of the fact that there are certain classes of 
industry where there are virtually no companies of invest- 
ment stature available in Canada. In addition, mergers, 
expropriations, takeovers, etc. are steadily decreasing 
the scope of Canadian investment. Paragraph (bb) is 
particularly restrictive in the case of closed-end invest- 
ment companies such as Dominion-Scottish Investments 
Limited and Economic Investment Trust Limited, both of 
which are leveraged companies having both funded debt and 
preferred hates outstanding. Interest and cumulative 
dividends payable on the Companies' obligations make it 


necessary for them to adopt a strongly defensive position 


at times. This could mean an increase in interest income 


in excess of 25% during periods when conditions warrant. 

2. Tax considerations should not, generally 
speaking, influence a portfolio manager in the making of 
investment decisions. The fact that he is distinctly 
influenced by the present legislation is, in our view, an 
indication that the legislation is unnecessarily restric- 
Give. 

3. Except during periods of emergency, nee 
has not discouraged the export of capital and there are 
many examples of Canadian companies which nave invested 
successfully abroad. Not only can suchinvestments be a 
major source of foreign exchange but in addition they often 


serve as Stimulants for Canadian exports. It may be argued 
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“rust i 


1} that the export of capital through the medium of investmen 


exchange but a liquid reserve of funds immediately available 
in the event of an emergency. 

4, Canada is a major exporting nation doing 
business with many countries throughout the world. These 
trading links can be strengthened by investment ties but 
if investment abroad is inhibited by restrictive tax 
measures, we feel that Canada will suffer in the long run, 
Additionally, if Canadian portfolio managers have no incen 
tive to keep abreast of international investment trends, 
it is submitted that investment companies and their share- 
holders will be deprived of opportunities to improve 
earnings and asset values. 

5. Generally speaking, investment companies in 
the United Kingdom and the United States have held a larger 
proportion of their assets invested outside their own 
countries than have Canadian investment companies, This 
is not, of course, entirely as a result of the legislation 
in connection with which this submission is being made but 
there can be, in our view, little doubt that it has been a 
significant factor. | 


6. We plan to make a presentation in connection 


company at the hearing when this brief is discussed, 
SUBSIDIARY RECOMMENDATION 

7. It is acknowledged that as a quid pro quo to 
he reduced rate of tax exigible on investment companies 
omplying with the provisions of Section 69, some require- 


nent as to sources of income is reasonable. Otherviise an 
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1] investment company could invest all its funds outside 

2 canada, yet its shareholders trould still be eligible for 
3] the 20% credit on dividends paid by the Company. ie 

4} accordingly recommend the reinstatement of a provision 

5| which was added to Section 69 (2) in 1955 but amended in 


6| 1956. Prior to the 1956 amendment the provision read as 


7| follows: 

8 "(ba) Not less than 60% of its gross revenue 

9 for the year was from dividends from taxable 
10 corporations, 

i1 8, If this paragraph were to be re-enacted an 


12) investment company would still have moderate leeway in 

13|| the range and type of its portfolio but it would be 
14|)required to keep a majority of its assets invested in 

15) Canadian taxable corporations. In any event there is an 
16 incentive for investment companies to invest in dnacdadee 
17||\Canadian taxable corporations because dividends vaid by 
1g|\Such corporations are exempt from tax in the hands of the 
i9|investment companies. It is submitted that this fact 

99 (would tend to maintaina reasonably high level of investment 
qi\\in Canadian eduities on the part of investment companies, 
22 All of which is respectfully submitted. 


q3\May 6, 1963. 
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Submission on behalf of MODERN BUILDING PRODUCTS COMPANY, 
12 Sable Street, Toronto, Ontario, for deductions from 
personal income tax of expenditures made for home improve- 


ments. 


1. Suggested Amendments to The Income Tax Act 


This brief is presented for the purpose of 
encouraging an amendment to The Income Tax Act in order 
that (1) expenditures made to improve the exterior of 
existing homes be deductible from the persona] income tax 


of the owner thereof; (2) deductions be allowed on loans 


| made for the purpose of home improvements; and (3) 


deductions be allowed for all Municipal taxes directly 


attributable to improvements to the home of the taxpayer. | 


2. Effect of the Suggested Amendments on Older Homes 


The applicant, Modern Building Products Company, 


submits that the aforementioned deductions from income 
tax would encourage owners of existing homes (many badly 
in need of repair and improvement) to take advantage of 
such deductions and to improve and repair their existing 
structures. Today in the face of rising costs of living 
many home owners with limited incomes cannot afforé to 
make the necessary repairs and improvements to their 
homes or if they do improve their homes they are faced 
with increased local taxes based on the value of the 


improvements to their homes, 


3. Improvement of Rural and Urban Housing Generally 
In many cities throughout Canada decay and 
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blight are rapidly spreading even though millions of 
dollars are being spent for urban re-development and 
public housing. This situation will exist so long as 
urban taxes subsidize slums by under-taxation and 
discourage improvements by over-taxation, The said 
applicant submits that one method of preventing this de- 
cay is by improving existing properties. Although much 
can be done to encourage home improvements from the 
Municipal level the applicant submits that the Federal 
Government should take the load by recognizing the need 
to assist and encourage the homeowner to improve his 
home, The applicant further submits that in the case of 
commercial landowners, particularly those in the slum 
areas, that lightening the tax load on home improvements 
would help to Gaeavage the profit motive and, in effect, 
would be giving partiai tax exemption to money spent 
modernizing and rebuilding the slums, With respect to 
the rural, village and town areas, most homes are old, 
wooden and in need of repair and by improving ban their 


life could be greatly lengthened, 


4, Effect of Home Improvements on the Demand for Public 
Funds for Public Assistance in New Housing 
The applicant submits that if improvement of 
existing homes is encouraged there will be less demand 
for public assistance with new housing and mortgage loans 


and therefore a reduction in public expenditures. 


5. Effect on the Economy 
The applicant submits that the encouragement 
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1} of the home improvement industry through a reduction in 
2| taxes will provide a stimulus to the home improvement 
3|| industry resulting in increased employment, increased 


4| productivity and increased taxation revenues, 


6] 6. United States Law 

7 Deductions are allowed in the United States for 
8] interest on personal loans and for state and local taxes, 
9] and the applicant submits that this has encouraged spend- 


10| ing for home improvements. 


12| 7. Conclusion 
13 The applicant submits that if the homeowner 


14] were permitted deductions from personal income tax of his 


15|| costs of home improvements as aforementioned the burden 
16] on all levels of Government for re-development would be 
17| greatly lightened and less public funds would be reauired 


18) for N.H.A, Housing mortgages, as well as public housing, 


19| more home-owners would be financially able to improve 
20|| their homes and as a whole the economy would be stimulated 
21] to greater employment and production. 


22 Respectfully submitted 


"Louis Mostyn" 


Solicitor for the Applicant 
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TAXATION AND ECONOMIC GROWTH 


Introduction 


1. This memorandum deals with issues concern- 
ing the role of taxation in promoting the orderly growth 
of the Canadian economy. 

2, In recent public and academic disucssion 
she relationship between taxation: and economic growth 
has received a great deal of attention. This is in large 
measure due to the high rates of growth attained by 
Western Europe and Japan during the last decade, while 
Canada sluggishly moved forward. It was quickly assumed 
by many persons that the superior economic performance 
of the European countries and Japan was due to the 
ingenuity of their tax systems, while the Canadian tax 
system was roundly condemned for its burdensomeness and 
inefficiency. While subjecting this view to careful 
examination, this paper attempts to shed some light on 
the nature and extent of tax reforms necessary for rapid 
growth. | 


3, This study is presented in three parts. 


tt 


Section I of this memorandum provides a broad analyst 
the growth process, a knowledge of which is indispensas 
to a proper understanding of the policy requirements of 
rapid growth; Section II compares the Canadian tax 


system with the tax systems of European countries, and 


attempts an assessment of the strength and the weaknesses | 


of the Canadian system; some of the lines along which 
the Canadian tax system can be modified to make it mors 


hospitable to economic growth are discussed in section f 
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I The Process of Growth 

1. The capitalistic economy, if it should 
maintain its capacity through time, to keep its labour 
force fully employed, must’ be growing at an adequate 
rate, This is partly because of the growth of the labour 
forec,) but chiefly because of the tendency of investment | 
to create not only income but productive capacity as | 
well, Therefore dynamic equilibrium requires that | 
national income must be continuously growing at a. 
sufficient rate to utilize the growing productive capacity 
of the nation. If national income fails to grow at this 
rate, excess capacity will develop and act as a depressant 
on further investment, until some autonomous investment, 
like increased military expenditure, reverses the trend. 
On the other hand, if national income is growing too 
rapidly, existing capital will become scarce and thereby 
encourage further investment, and set up cumulative 
inflationary forces in motion until an acute shortage of 
labour forces investment to decline. Thus the marginal 
calculus of the private entrepreneur is a treacherous 
guide in the dynamic world of capitalistic growth, for 
4t would aternately cause the economy to plunge into 
depression or shoot off into inflation, To avoid these 
twin dangers of excess capacity and capital scarcity, 
investment must be stepped up in times of excess weet 
and curtailed in times of capital scarcity. Precisely 
when our factories and machines lie unused or underused, 
we should build more of them. But when our factories 
and machines are working over-time, we should curtail 


further investment. This is the paradox of growth! 
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Therefore, interests of stability and growth frequently 
require the economy to be guided in a direction opposite 


to the one in which it is being impelled by private 


2, A striking demonstration of this thesis 
is afforded by the performance of the Canadian economy 
during the last decade. As can be seen from Table i, 
between 1952 to 1956 the Canadian economy was growing 
rapidly, and it was during this period that investment 
~-- domestic fixed capital formation was growing by leaps 


and bounds, For this period, the annual average 


Tablet 


Growth of GNP and Domestic Fixed Capital Formation 


_ 
mobcheitaes 
| 


Real GNP Annual Growth Gross domestic Annual Growth 


_ in con- of GNP fixed capital of domestic | 
Year stant formation in fixed capital 
1949 constant 1949 formation | 
dollars dollars 
absolute @ Absolute 4% 

——— Se a Nghe Te ere” es 
1952 20,027 +1480 +8.0 4434 +467 11.9 
1953 20,794 + 767 +3.8 4,695 4261 + 549 
| 

1954 20,186  - 608 -2.9 4,462 -233 -5 | 
1955 21,920 +1734 £+8.6 4,758 +296 - 6.4 
1956 23,811 +1891 +8.6 5,816 +1058 20.4 
1957 24,117 + 306 +1.3 6,051 +235 + 4 
1958 24,397 +280 41.2 5,690 SL eal | 
1959 25,157 + 760 +351 5 00T -103 - 1.4 
| 

| 

1966 ~25,617: +460" | 41.8 5,327 -260 a 47 
1961 26,097 + 480 41.9 5,415 +88 + 1.7 
| 
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Depart. of Trade & Commerce 
(2) National Accounts - Income & Expenditure, 


1961. Dominion Bureau of Statistics, 


rate of growth of GNP was 5.2 per cent while domestic 


fixeq capital formation was galloping at an annual rate 


1 Source: (1) Private and Public Investment in Canada: 


of 8.3 per cent. Between 1957 and 1961 the gross national 
product was limping at an average annual rate of 1,86 
per cent and we actually find a deceleration of investment 
at an annual average rate of 1.4 per cent. In this 
writer's view the autonomous force that reversed this 
trend in 1962 was increased exports consequent on 
devaluation of the Canadian dollar. 

3, In the light. of the. above analysis it 
Tollows that the nature of the capitalistic growth process 
reauires public guidance of, or control over, the volume 
of aggregate investment, Therefore various methods of 


encouraging investment in times of sluggish growth of 


of excess investment are required in the interests of 


the orderly growth of the economy. 

4, Liberal depreciation allowances, accelerated 
depreciation:and the like offered to firms in times of 
ceneral excess capacity, find their justification in the 
characteristics of the growth process of capitalistic 
economy, While this policy inference follows as an 
inevitable corollory of the analysis of the growth pro- 
eess presented above, unfortunately, this view has not 


found wide acceptance even among eminent authorities. 
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5. ‘For example, the President of the Montreal 
and Canadian Stock Exchange, Mr. L. W. Kierans, has often 
very coveenu iy argued against liberal depreciation 
policies. According to him: (L. W. Kierans, "Investment, 
Savings and Taxes", Canadian Tax Foundation, 1960 
Conference Report, p. 12) 

No measure could be more discriminatory and 

inequitable, The basis of any investment 

decision is that the cost can be recovered 

in the market for the output of that invest- 

ment. If the output will yield a surplus 

above all costs including depreciation and 

the risk of obsolescence, the investment 

should be made, If not, the investment 

results in a misallocation of capital. 

-------- - At a time when there is 

clear evidence of over-capacity in many 

industries, it does not seem reasonable to 

encourage further investment in plant 

capacity at the expense of taxable profits. 

6. Our analysis has shown that the economics 
of capitalistic growth tee encouragement of further 
investment precisely at times when the individual margin- 
al calculus of the private entrepreneur may impel him 
to sae ren further capital expenditure, if ivere? 
depreciation allowances encourage a number of entrepren- 
eurs to undertake investment, they otherwise waild not 
have undertaken, each would find his previous fears 
unjustified as a result of the increased demand for his 


product arising out of the income generated by the rise 


. ale Ta 
Abie od , 2 pil} 
7 #14 ie se ni 
Hee 
Weta Avie wt) us af Hes ts a. 
' Leh r Ny 
a tal + mn bil 


RNS 


iu ark | ils lh 
neh he Bais hie pines i “a “4 
the 8: ‘pide sea ‘oes. e avi 


iu he a ‘ ib ay 


esa 


Ht mi UL 7 4} ih "Aj rs bt neith is A * Ht 

il ‘oe “it Asia casts a | i UKE hm Aone 

Ne 7 My Ne uh i F ‘p Wis iilen| i tA ‘ ath: OF ‘ A , a 

Aig tesa: aioe ‘es soa pmtinoe Leelee Ty 

it | NG | mi) n(Uiist ( Hk i Lvs iY i} ‘ep Deh, i . Ne Hf ne ; . hae i 

aE ill ‘te sees i sani alate sli hu hee aT A) | “ie 

Nia De UM i TLL UA pute ren . ntl WA SRL re 
; ayy j é We ; Li 
i; . teas bi a lat tg Ky ith nie MAAC A: Netty Tithe atid gf amigpiateg e Hine 

P| > no wie HW: Hy) 1; i i) ; iff i} { i Ned. / } i“ aN 

as) od uievpeitincw camel Litehabitio teeiqmres’S sear om nnn ah 


ya MATE bh x A) w past i} ' } a 

yn ae ii i Hin) * oy Bt } -: jeyapee el Bins wy ee aE, Tair 6 MEME hac abel ts cht ity lf h/t View ke: | * . 

An Wit} ee { il rt inn “si dae a i EAT ae BR hae, yo! Gilad OF HEE \@ ft My Bbc) he Tal ie } 
: 


ti ' j 5 j \) 
: Hl i f 4. i ry * Yee + | + sy, [ ‘ 
Va sebls a re Revere RS ed Ue Bae Diamar en: etpnatennntt bey 
le Te ri ri " '- i | 
ii Wilt ts ty Bi PEARY. het 
¢ i S A Tn re ree eh eae ee oe) eee A Pb ae Aided | ; 
: Pee aa) yt w Lene a a 7 a Was el iin nt Gu. mH iin a4 pao BOK ? t | ait 35 0 ha @ ie Rind ic RIS j pe | Eres 
vy . a aN ; 
; 2 
+ ) ‘ ae ita hie my Lyon 
Lederer. otk Note MM Meebo os CMe et vei ie ob OMY Be Uh os a ad 
Ah Ke ) 3 Ro) Ob i j lealeas Whit q 
Th ' 
i) i hoki ely hope bhai ek baal ve acl oir , on eye Wee a be ane 
Ne rh HR ie EE pi Pee ow r aga ne? OB ee ie be BW a 
My | an y Nap ay! FA 
j i ra : ‘ . ib 
: | yp ps A, ara 4 il @ 
Asad ih Cutty rae reco tub thes TOMO, PRAM a tt ils AN he Be ea ka 2 ve Ha 
1p ; ; | 4 
ne QSAS 2 VOR bel tas Vem iy reve) erie Wie gt SMI Dit ea 
' ’ ‘ q ip is ' : Pi 
7 EL) MiLii oe ‘ 
: r -. iva « r +4 Beet +4 TP iT ’ « me Cie i), 6 
matt  Laretaberrt Kettle dee! meses Dowmameie pH) 
i 
it Sacla Sethe am wh) oe 2 eens ti De nL etd ye 
' ) ‘ 
5 - he 
| AOE Pe ee EY re eee } ey TRO) ae ; phat att oy ater? ATi 24 AY PS a es a my a ¥ R 
Ct a one TH fh 4 
A 4 
Le i oe ake in ye ad pe ‘ ial 
he iyi 4 cAtarie Dey wre daa ngs DRS i SN! ee a mete Pe 
f i ‘ es 
it ; ‘ 
Mi Avi f i 7 y 
vs , j i 4 ~ 
\ yt * swe 9 ory Bet ‘ WN tmideree TY ee leeted sai] ‘ 
i b aa ig Siete al P| A Satan * Gs | et Bi ee oe vo r ‘ ve aia ‘ 
ae att fi | AS 
| | . i ; 
S|) RD (a: Set es mae eee eat Py ke ae awe as Pe 
i} iz PE Fes j ; iy nes ‘ ays fi 
, } : oi fave . i ' 
ig SILIOL Gy TRAM LS Bas Yee eee Se Bere AY WATS Boe 
| : j bey naa i * \ aa 
4 : , , : * i we * « _ an , f of i) . 
oe Eeaetoonhwt? Oreos al irl ae rete Lao kas Lerten Pos 
| | i . | i z 
| Pata wh 1 it, OM ee nit “> belt een Moser ce Pio bg 
4 hia PeoTyony Lesteotloreived temidiier ore enoltenirog ti } Heth 
‘ aa 4 > } ' S : . ; i & 
fe Ui iuds tidy welt Awdodtiog beatae Sones soaeh Hee neinows | Bat 
paral ci; ean gt 
a pK hs i A i 
¥ -*. # 4 v yt * > 
erds rouse o debe wren wreath.) CATS. Wout be ata e yh inet fe 
ath . 4 | . ha ee 


0 ie itsetean orth: eaten pie Kaba Noy TONE emt ete tel Te 


ie 4 Al ae ; Nit Mr, Ny ; 
My rn * , ! 
A Fr Rha wet sma bani ad omer on ron Oe Lee hes eee enagoekn ttht YS i 


i ; 
rauity, ph 


' 
\ Me in R oe Alnor eat vik bs ela lh al Jetonin Rew y ist 

rea Tila» Laat vain ANT Hat : int ‘ } ‘ 
 weaet een seeoein atlow “ie xr ui {y ShunMeE A =f : uf 


hay vay ce tan (prl.9) lh, sed ; f wn Ht 
ene ni a aise nny ee) ‘wala 4 HY) emt ih Me 


» mh ; " fy ' p + 
i 4 i 


duet ad aati re. 


hae Bail 
( pant Be on i 


yi i ng 
y jes ; 4 ; i i Ah ie 
ath Vas, Tee a 
» Nis ‘ i Leia 
j \ i Pit ih 
! " i } at 7 Teale 
' 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 7 


1| in aggregate investment. And, therefore, there would 


2|| have been no misallocation of capital. 


3 


4 


5 


6 


fae Our analysis has so far concentrated on 
capital accumulation as the sole generator of growth, 

In point of fact, it is not even the most important 
propellant of growth, though economists and administrators 
have so far focussed attention almost exclusively on 
capital formation. It is only quite recently that a 
number of empirical studies in different countries, 
notably the United States, have shown that technological 
progress is the most important agent of economic growth. 
The crucial role cy Hoke, by education in generating growth 
is also receiving increasing recognition, and some 
economists have even claimed that its capacity in this 
respect surpasses that of capital investment. Whatever 
their relative importance, there is no doubt that 
technological progress, capital formation and education 
are the three most powerful generators of growth, 

Sy Therefore, a nation interested in economic 
growth should afford the maximum encouragement to these 
triple engines of growth, giving the highest priority to 
technological progress. While recent theoretical 


discussions have assigned technological progress and 


education high importance, our policies have not yet 


been fully influenced by this new knowledge. Undoubtedly 


it 


tA 


implications for public policy are far-reaching, for 
the purpose of policy can no longer be to increase 
investment as such, but to stimulate growth. This 
vastly expands the range of policy parameters available 


to Governments, for accelerated growth can come about 
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technological progress, improved education, better 
training of the labour force, superior organization and 
imaginative management. 

9. In fact, it is now becoming increasingly 
apparent that the importance of capital formation rests 
not so much in the addition it makes to capital equipment 
and the’ like, but in what itis .often, the chief,'carrier' 
of technological progress, While there is as yet, only 


a dim perception of all the forces that lie behind the 


technological dynamism of a nation, there is wide agree- 
ment that one important factor on which it depends is 
the amount of research, both basic and applied,undertaken 


| 
| 

| 

| 

by the public and private institutions of a society. | 
| 

| 

10. To stimulate growth, therefore, increased | 

| 


expenditures on capital investment, research and education| 
would be recessary. The resources for this are available 
from two sources: (1) by drawing upon the potential 
output that is lost to the nation through unemployment 

and excess plant capacity. (2) by shifting resources 


ate | 
from private consumption to private investment and public | 


spending for growth, | 
| 
ll. The nature of the growth process outlined | 
above thus provides a-.convenient theoretical framework | 
with reference to which policy for accelerating growth 
may be discussed, The scope of this paper, however, is 
restricted to the role that taxation can play in stimula- 
ting growth. In the light of the above analysis, it 


should be clear that taxation is only one of the instru- 


i 
ments in the hands of the State-for accelerating the 
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however cleverly designed, can do the trick. But as 
part of a well-integrated national program, it has a 


significant and even crucial role to play in accelerating 


a 


growth. 


II An Examination of the Canadian Tax System: 


and some International Comparisons, 


12. Economic policy to accelerate growth, 
as shown above, requires the transfer of purchasing power 
from private consumption to private investment and to the 
public sector, 

13. In modern times, the State has been 
called upon to play an increasingly important role for 
the promotion of the orderly growth of the economy. The 
provision of social overhead capital, education and 
research, so essential for rapid growth, are activities 
which by their very nature, are best performed by the 
State... While research by private individuals and 
industry has no doubt made many notable contributions, 
research is becoming increasingly MeN eo the 
applicability of its results to industry never certain, 
and its benefits are seldom confined to the industry 
where it originates, The State therefore has to accept 
responsibility not only for the provision of social 
overhead capital and education but also for the promotion 
of research, (In the United States in 1960, 58 per cent 
of all research undertaken in industry was financed by 


the Government. The total research expenditures in the | 
United States in 1959 constituted 2.58 per cent of its | 
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= In the same year, research accounted for 2,11 per 
eent of GNP in Britain, but only 0.72 per cent of GNP 
in Canada. The Federal Government of Canada spent $154 
million out of a total of about $250 million spent on 
research in Canada that year. Equality with the United 
States would have required the Federal Government to 
spend $580 million on research, while equality with the 
United Kingdom would have required it to spend $490 
million, iCf. Dees iRs osteacie, (President National 


Research Council) "Research in Canadian Industry" 


if the growth of the economy should be accelerated. 

This would normally call for a high level of taxation. 
14. A high level of taxation has been made 

necessary not only because the State has to undertake 


expenditure necessary for accelerating growth but also 


because of increasing public needs --- in defence, public 


health, social security etc, Therefore, it is neither 
possible nor desirable for the State to cut down its 
total expenditure. In fact, by incréasing its expendi- 
ture in measures aimed at accelerating growth, the State 
ean actuaily reduce the burden of taxation, for a high 
rate of growth will Wieripsaper cee afford the State 
increased revenue without the necessity of having to 
resort to higher taxation. | 

15. Therefore, contrary to popular belief, 
a high level of taxation is not necessarily inimical to 
growth, Empirical evidence seems to offer a striking 
confirmation of this view. As can be seen from Table II, 


West Germany which has had the highest rate of growth 
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Tabze II 


Growth Ratss, Infletion and Taxes® 
- Some International Compzrisons - 


1960 Production Cost of Living Total Taxes as % of Tax Revenue from Percentage of 
Levels expressed Index in 19€¢ a % of G.N.P. Direct Tax Revenue 
as a % of 1953 Prodn. (1953=100) 3 year average Direct b Indirect from 
(1956-1958) Taxes Taxes © 
Japan 258 128 19.8 66,4 * $0.0 
Italy 181 122 28.0 5054. = , 6946 n.a. Heke 
West Germeny 180 118 34 57 43 57.9 42.1 
Freace 172 142 31.9 48.2 51.8 15.8 84.2 
nglend 421 129 28.6 53-4 46.6 26.4 73.6 
Conde 127 113 23.6 46.7 53.3 38.6 61.4 
U.5. 119 113 26.1 66.2 33.8 (27.1 72.9 


a 
Taxes imposed by all levels of _overnments. 


Includes personal and corporate ircone taxes, derth duties, capit:1 levi:s and socinl security contributions. 


“Taclucss 211 conmodity taxes - such :s customs duties, excise taxes and olga stomp t xes, sales taxes and 


tumnover tsx2s, also includes rsa] estate and land t-xes. 


ee ene eee 


vourcss: 1. United Eations Yearbook of 1: tional Asegunte Statistics 1960. 


2. @cnOnel Instituvce —co:omic Review, U.k., M.rch 1961 


meee ee ee eee ee 


3. iwitead Hvtoons, St. tictic.l Ye rbook, 1961 and Monthly St: tistic+1 Bulletin, 
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among the countries of the West during the decade 


(1950 - 1960), has also been bearing the heaviest tax 
burden -- the menaone of the burden of taxatian being 
the proportion of the country's income which is paid in | 
total taxation, direct and indirect, Federal, Provincial 


and Local, including social security contributions, Taxes 


in West Germany account for 34 per cent of the gross 


national product, as against 23.6 per cent in Canada. 
16, The popular view of Canada as a nation 
groaning under a heavy burden of taxation is also shown 


to be incorrect on examination, In fact, there is hardly | 


any developed western nation that has a lighter tax 
burden than Canada. The developed nations of Western 
Europe pay in taxes between 28 and 34 per cent of their 
gross national products which is substantially higher | 
than the 23.6 per cent paid by Canada. Next to West | 
Germany, (34 per cent), in the list is Austria, which 
bears a tax burden of 33 per cent. Finland, Norway and 
France, each pays 32 per cent, The corresponding figures 
for Sweden, Luxenbourg, Britain, Italy and the United | 
States are 31 per cent, 30 per cent, 29 per cent, 28 | 
per cent and 26 per cent respectively. Japan pays 20 
per cent of its G.N.P. in taxation and is incidentally 
the only major industrial nation which has eee tax 


burden than Canada, 


| 
17. Having shown that the level of taxation 
in Canada, at present, is considerably lower than that 
of countries of Europe and the United States, we may now | 
turn to a brief consideration of the composition of | 


the Canadian Tax structure, In recent discussion the | 
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tmay" of direct and indirect taxes adopted by a nation 
has received considerable attention, (In this study 
dipeot taxes are generally taken to include personal and 
sovporate income taxes, death, duties, capital levies, 

| social security contributions and similar imposts. 

| Indirect taxes refer to all forms of commodity taxation 

-yoh as eustoms duties, excises, sales tax, stamp duties 


ond turnover taxes. In Canada for constitutional purposes 


enable provinéial governments to impose them, In this 
paper, retail sales taxes are treated as indirect taxes.) 


retail sales taxes are regarded as direct taxes to 
As 2 rule underdeveloped countries rely more heavily on 


indireet taxes than on direct taxes, This is only to 

be expected, since in these countries only a very small 
proportion of the population earns taxable incomes, and 
large corporations are all too few. Therefore, we find 


India deriving 7l per cent of her total tax revenue from 


indirect taxes, Costa Rica 74.4 per cent and Ghana 04 


i8, On the other hand, there seems:to be no 

compelling reasons why developed nations should show a 
zsreater dependence on direct taxes, Many of them do, 
however, Most of the industrial nations of the Western 
World derive more than 50 per cent of their tax revenues 
taxation, (See Table II) The diced States, 

, and New Zealand, for example, depend for 66 per 
cent of their total tax revenues on direct taxation, 
On the other hand, there are developed countries which 


rely more heavily on indirect taxes, Canada belongs to 
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tax revenue from indirect taxes. Australia (54.4%) 
France (51.8%) and Finland (51.8%) resemble Canada in 
depending for more than 50 per cent of their tax revenues 
orm indirect. taxes. 

19. What is the "mix" of direct and indirect 
taxes most suitable for developed nations from the point 
of view of rate of growth? In recent discussion the 
view that a tax "mix", with a higher dependénce on direct 
taxes is most conducive to rapid growth has been gaining 
ground, In Sweden, for example, though 66 per cent of 
total tax revenue is accounted for by direct taxes, 
there seems to be a definite tendency to alter the "mix' 
in. favour,.of more relianceon, indirect taxes mi Prof. 


Erik Lindahl, the eminent Swedish economist, recently 


‘outlined a proposal for a system of taxation based on 


two components; on the one hand a fixed tax for the 
purpose of levelling incomes and property, on a scale 
corresponding to prevailing ideas of social justice and 
consistent with the efficient performance of the economy, 
and the other hand, a variable component, based on tho 
ability to pay principle that could be altered according 
to the needs of the public finance. The recent tax 
measures in Sweden, with their stronger emphases on 
indirect taxation are widely regarded as an indirect 
recognition of these views, | 

(In the case of the income tax, Lindahl's 
proposal would involve a division into two taxes, a 
fairly progressive surtax designed to equalize, and a 
basic tax constructed solely in accorance with the 


ability principle, The rate of surtax would in principle 
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1| be fixed, while the rate of the basic tax would vary 

2|| according to the revenue requirements of government. The 
3] British income tax has this dual character, but Lindahl 

4] thinks that "the principle is not followed consistently 

5) since the basic tax (the standard rate) is assessed on 

6| that income, whereas it ought to be calculated only on 

7 that part of income remaining after surtax has been paid’. 
g| Erik Lindahl, "Tax Principles and Tax Policy” (1959) 

g]| International Economic Papers No. 10, pp 22-23 

10| See also Muten, Leif "The Taxes of the Sixties” 

11] Economistik Revy 1-6, 1960 pp. 34-35) 

12 20, In the light of the above, the present 

13) "mix" with a heavier dependence on indirect taxation 

14] that prevails in Canada today, would seem to be not an 

15|| unfavourable one from the point of growth. In fact, to 
16) increase the effectiveness of taxation as an agent of 

17|| stability and growth, it may even be desirable for 

18|| Canada to slightly increase her dependence on indirect 

19} taxes 

20 21. As an instrument of economic policy, 

21] indirect taxes, especially the sales tax, can be highly 
22|| effective in controlling private consumption. In times 
23| of full employment, thanks to its wide base, and 
immediate impact on consumption, the sales-tax, especi- 
ally in the short-run is better able to cut down 
emnsumption and increase the savings necessary for growth, 
Changes in income tax rates cannot produce such quick 
results, for, apart from other reasons, income tax rates 
cannot be varied more than once a year. In view of 


the ever-present need in capitalistic societies to 
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exercise control over the volume of investment, a wid=- 
based sales tax with suitable exemption of essential 
goods -- whose rates are altered from time to time in 
step with the changes in the volume of investment bein 
brought about. by fiscal policy, will be a powerful i2apon 
in the hands of Government in its fight against stasnaticon 
and inflation. 

22. Here Canada may be well advised to take 
a deaf out of the French fiscal book. France is famous 
for her many imaginative tax innovations. The moss 
productive element of her tax structure is the turnover 
tax (taxe sur le chiffre d'affaire) which anounts for 
nearly 40 per cent of the national government's tax 
revenue. (In 1961-62, the federal sales tax in Canada 
accounted for about 13 per cent of budgetary vrevenu:;. 


"tax ({taxe sur la valsur 


It is levied as a "value-added 
ajoutee) on physical output extending down to the 
wholesale level. (In view of the fact that it has often 
been suggested in Canaca that the sales tax base should 
be extended to include the service industries, which it 
is claimed, have been expanding at a greater rate than 
manufacturing industries, it may be of interest to note 
that France has been withdrawing from the field, Ths 
service tax on transport of goods by rail,road and inlans 
waterways has been discontinued since 1956. gies hide 
ing taxes on services rendered (Taxe sur les prestations 
de services) by commercial establishments such 2s repair, 
financial services, commission, etc. seem to have been 
rescinded in 1960.) 


23. Germany too relies heavily orn hee turns 
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tax, which in 1960 accounted for 35.7% of the Federal 
sudget revenue. But the German turnover tax is not a 
value-added basis as’ the French tax, with the result that 
it is said to have encouraged a high degree of vertical 
integration in German industry. 

24, The value-added type of turnover taxation | 
nas the additional advantage that it will not simu aevene 
build up the price; this combined with the exemption 
of basic necessities -- bread, milk, newspapers, and 
the supply of gas, water and electricity furnished by 
public enterprises -- reduces the regressive character 
of the French con oe tax. (Exemptions also generally 
apply to agricultural products resold in their natural 
state or arter minor processing as well as to fishery 
products. Certain commodities such as petroleum products, 
meat,wine, cider, coffee and tea which are subject to 
specific excise taxes are also exempted.) 
ihe basic rate of the value-added tax on physical output 
is 19.5 per cent. Certain processed foods and fuel are 


taxed at lower rates of 10 and 12 per cent. On the other 


nand, the value-added tax rate on a number of luxury items 


such as furs, jewels, radios, television sets and certain 
nousehold applicances varies from 25 to 27.5 per cent. 
25. This type of sales tax has roused wide 


interest. In fact there are certain Swedish experts who 


graduated sales tax will provide the bulk of the revenue 
of the State, supplemented by income tax levied only on 
the highest income. ‘hile this is undoubtedly an 


haopily look forward to the day when a scientifically 
exészerated and over-optimistic view, there is no doubt | 
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that with a turnover tax of the French variety included 
in its arsenal, the Government is better equipped for an 
active fiscal policy. In times of full employment and 
inflationary pressures, the Government would raise the 
rates of turnover taxes, and lower them in times of 
recession and unemployment. 

26. In Canada, it may be useful to make a 
eareful study of the feasibility and desirability of 
substituting turnover taxes of the French variety for 
sales and excise taxes. If there are constitutional and 
political difficulties in the way of doing this, the 
Federal and Provincial Governments may at least agree on 
a policy of varying the rates of Federal and Provincial 
Sales taxes according to the requirements of contra- 


cyclical fiscal policy. Such a step will greatly enhance 


the effectiveness of fiscal policy in promoting the 
orderly growth of national output. In the light of this, 
the absence of the retail sales tax in some of the 
provinces of Canada will appear to be a hindrance rather 
than an aid to growth. 

27. We may now briefly consider the "mix" of 
personal and corporation income taxes. As can be seen 
from Table II, during 1956-58, ee derived some 38.5 
per cent of direct taxes from corporations, the U.S. 
27.1 per cent, the United Kingdom 26.4 per cent, France 
15.8 per cent and Sweden 14.6 per cent. In recent 
discussion, this has been often quoted in support of the 


view that Canadian corporations bear an inordinate share | 


of direct taxation compared with other industrial nations, 


thereby weakening their competitive position. This 
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arzument, however, does not stand up to nore careful 
examination. Germany and Japan, two of the fastest grow- 
ins economies in the world, derived during the same 

period 57.9 per cent and 41.2 per cent respectively of 
their Airect taxes from corporations, withovt apparent 
loss to their competitive position in world commerce. | 
(It may be of some interest to note that during the perioa| 
under consideration Japan had a 50:50 split between 

direct and indirect taxes, while the corresponding 

ficures for Germany were 57 and 43 2.1 Chan ho Outline of 
Japanese Tax - 1962 -~ Tax Bureau, Ministry of Finance, 
Japan.) In view of the wide diversity among nations in 


the 'mix't of corporation and personal income taxes ,we 


are also, at this stage, unable to draw any generalization 


regarding the type of 'mix' most favourable to growth. 
23. It is also worth noting that the growth 
of revenue from corporation taxes has been quite sluggish 


in Canada over the years, in marked contrast to the 


rapid growth of revenue from the personal income tax. | 
As ean be seen from Table III, in 1960 -- a year in which | 
real G.N.P. was 26.3 per cent higher than in 1951 -- 
the revenue from the corporation tax was less in real 
terms than the revenue of 1951. Revenue from personal 
income tax, on the other hand, was 65 per cent higher 

in real terms than in 1951. At market prices while the 
revenue from the corporation taxes in Canada rose from 
$1,287 million in 1953 to $1,744 in 1959, the corporation 


tax revenue in Japan during the same period rose from 


ae the inerease was from 4,750 million deutsche mark to 


| 
| 
221,500 million yen to 489,600 million yen. In Germany | 
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7,490 million deutsche mark. 


Table: Lil 


Personal Income Tax Corporate Income 
Receipts Tax Receinvts 
Current Constant Current Constant 
Dollars 1949 $ Dollars 1949 $ | 


Million Dollars 


| 
1951 890 780 1461S 1,041 
1952 1,177 982 —«:1, 384 1 tees 
1953 £207 1,069 1,220 1,014 
1954 1,296 | 1,052 1,082 387 : 
1955 1,297 1,048 Pyere 2 ,C2c 
1956 1,496 1,168 1,413 1,100 
1957 1,693 1,279 15357 1,011 | 
1958 1,554 ,.tcge a leale 976 | 
1959 1, 744 1,261 1,580 1,142 
1960 1,978 1,409 W561), Cais | 


Note: Constant dollar data were obtained by deflating 
with the implicit price index of gross national 
expenditure. ® 

Source: The National Finances 1962-63, Canadian Tax 


Foundation | 


In France from 3,100 million (new) francs to 6,500 million 


! 
| 
francs. (United Nations Yearbook of National Accounts | 
| 
Statistics 1960) Both the United Kingdom and the United 

| 
States have also recorded stagnant corporation tax earn- 


ings during this period. An examination of the corpora- 


tion tax rates of high growth rate countries does not 
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chow them to be materially different from that of Britain, 
Canada and the United States, (American companies have 
reported that the tax burden borne by their European 
subsidiaries ts not very different from that borne by the 
U.S. parent companies. Cf. "How Taxes Compare", Special | 
Report, Business Week, Aug. 25, 1962) and therefore, | 
their higher tax receipts are almost entirely due to | 
their superior economic performance, The view that is | 
being so loudly proclaimed these days that reduction of 
rates of corporation tax is the remedy supreme for the 
sluggish rates of growth registered by the Canadian 
economy, is unsupported by empirical evidence, | 
29, While the rates of corporation taxation | 
in countries of Western Europe are not significantly | 


different from those of Canada, their systems of deprecia- 


tion allowances are generally more liberal and more 
ingenious than those. of Canada or the United States. The 
high rates of growth attained by these countries during 
the last decade is no doubt partly due to their ingenious 


systems of incentive taxation and liberal depreciation 


write-offs, Undoubtedly, there is much that Canada can 
learn from the incentive tax systems of Europe, and 
therefore a careful and critical study of these measures 
can be very sconeneiories However, an examination of Canada’ 
depreciation system and her recently introduced tax 
incentives suggest that, on the whole, the Canadian 
corporations mizht not be at such a sharp tax disadvantage 


compared to their European counterparts, as it is often 


30, ‘tne diminishing balance method of 


| 
claimed, | 
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depreciation which was adopted in Canada in 1949, has a 
clear advantage over the straight-line method. As shown 
in the chart on the next page, assuming an average life 
of 10 years for machinery and equipment, a 10 per cent 
straight line depreciation, would recover 50 per cent of 
the capital cost in’ 5 years. Ifa 20 per cent diminishing 
balance write-off rate is used at the end of 5 years 67 
per cent of capital cost would have been recovered, 
A write-off rate of 30 per cent would recover 33 per cent 
of the’ -capital: cost in Si years .e-Therefore, the more 
liberal the write-off rate, the greater is the incentive 
for modernization and increased investment, Having 
recovered a great proportion of the capital cost, the 
incentive to replace it will be higher the more liberal 
the write-off rate, Taxes will be low in the early years, 
and high in the later years. But if a corporation keeps 
up a high-level of capital expenditure, by timing them 
carefully it may permanently enjoy tax reductions. Tre 
great merit of liberal depreciation allowances is that 
they encourage corporations to plough back into capital 
formation.a larger proportion ‘of their profits The 
diminishing balance method, as shown above, by recovering 
the bulk of the capital cost of machinery and equipment 
in the early years, provides a powerful incentive to 
replace old machinery with new and more effictert ones, 
31. It may be instructive at this point to 
review briefly some of the depreciation allowances granted 
in Europe, and, in the light of- this, to see how the 
Canadian system could be improved, 


32. Theréare three broad categories of 
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depreciation allowances granted in Europe -- normal 
depreciation, initial or accelerated depreciation and 


investment depreciation, 


| 
A, ‘Normal depreciation 
33. In the countries of Europe, both straight | 

line and diminishing balance method of depreciation are | 
used, Germany, France, Belgium and the Netherlands, | 
while they permit both methods, seem to favour the | 
: 


straight line method, Britain allows only the diminishin 


| 
balance method (at 1.25 times the straight line rate) 
except for buildings and some other assets where the 
straight line method may be used, Italy permits only the 
straight line method, at 10 per cent for machinery, 


though higher rates are available through negotiation. 


Netherlands permits corporations to determine their own | 
rates of write-offs using either of the methods, as long | 
as the rates are based on historic cost and not on | 
replacement cost. Belgium, however, permits Jepreciation 
rates based on the: value rather than the historic cost | 

| 
of the asset, either at the date it is acquired or at the | 
date it is brought into use. In Belgium also the rates : 
can be negotiated. In both France and Germany, rates | 
have to be fixed through negotiation. In France, where : 
the straight line write-off rate for machinery and | 
equipment is 15 per cent, the rates may be ince to | 
20 to 30 per cent for multiple operations. In Germany, 


where the normal diminishing balance write-off is 20 


rates can be increaséd by 25 per cent for double shift, 


per cent and the straight-line write-off is 10 per cent, 
| 

and by 50 per cent for triple shift. | 
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1 -B, Accelerated Depreciation 

2 34, All European countries, with the exception 
3] of Belgium and Sweden, grant initial or accelerated | 
4] depreciaticn, Initial depreciation allowances, unlike | 
5] normal depreciation allowances, are granted only once -- 
a conn in the year the depreciable assets is acquired. 


7| In France in the year of acquisition of a plant or 


ment, having a useful life exceeding five years, the 


co 
ty 
2 
1 9 
} 
xe} 


g| normal annual allowance may be doubled. In Germany, coal, | 


10| iron-mining, steel and hydro-electric industries are 


11| permitted an initial write-off of 50 per cent of the cost | 
12|| of movable assets and 30 per cent of the cost of fixed 


assets in the two taxation years following their acquisi- 


roy 
GW 
fo 


: ction, In the Netherlands, initial allowances are avail- | 


15|| able for new or improved assets, up to 33 1/3 per cent 
16|| spread over two years, Britain offers initial allowances 
17/1 on capital expenditures up to 45 per cent, according to 


a the nature of the expenditure. 
| 
| 


19 C, Investment Depreciation 
20 | 35. Investment allowances, in addition to 
91\| normal and accelerated depreciation allowances, are 


22| granted by most European countries, with the exception | 
23| of Germany and France. Investment allowances may either 
274|| take the form of investment depreciation allowances or | 
25|| investment reserve allowances, The chief difference 

26|| between them is that in the former deduction is calculated 
27\| on the basis of the cost of an asset, while in the 

‘ latter taxable income is the basis on which dalction 

29. 
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| 

| 

36. Both the United Kingdom and the aoe 

grant investment depreciation allowances. Netherlands, | 
for example, grants investment allowances of 16 per cent | 
over two years. This means that 16 per cent of the cost | 
of new machinery can be deducted from taxable income | 
without reducing the depreciable cost of the asset. | 
Therefore, under this system 116 per cent of the onteiiett 
value of the agset will be eventually deducted from | 
taxable income, instead of the 100 per cent deducted under 
normal and initial depreciation. In Britain, where | 
attractive initial allowances up to 45 per cent are | 
granted, the rates of initial depreciation will be rises 
if both initial depreciation and in depreciation allowan- 
ces are claimed on a particular asset. | 
37. Turning now to the investment reserve | 


allowance, this is granted in Italy and Sweden, In Italy | 
| 


anterprises are exempted from the ricchezza mobile income | 


10 per cent of the profits realized on newly established 


tax. In Sweden a corporation is permitted to set aside 
up to 4O per cent of its income before tax in a deductible 
investment reserve which, subject to government approval, 


can be later used for business investment, without being | 


recaptured into income, 


38, This use of investment depreciation 
allowance to permit a recovery of funds in excess of 100 
per cent of the cost of business assets is a distinctive 
feature of the incentive tax systems of Europe, 

39. The conclusion that is suggested strongly 
by a study of the tax systems of Europe is not that the | 


set off lightly compared to those of Canada, } 
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but that the many ingenious tax devices of Europe succeed 
better in harnessing the corporations to the chariot of 
economic growth, 

4O, Two further points may be noted, The 
-omputation of income for taxation purposes in all 
European countries under consideration, with the exception 
of Sweden and Britain, is on a net worth basis rather 
than on the basis of the excess of profits over expenditur 
incurred in a taxable year, as is the practice in Canada, 
Under the net worth concept, income stands for the amount 
by which the company's net worth has increased during 
a taxable period, plus any withdrawals and less any 
amount brought in as additions to capital. No distinction 
is made between earned income and capital gains. 

(In the Netherlands for example the corporation tax is 
levied on profits which are defined as "the amount of the 


aggregate gains which, under whatever name and in whatever 


hOB 


Form, are obtained from an enterprise". Cf. Netherlands, 


Information guide. Price Waterhouse & Co. June 1961) 
Since this is a broader concept than 'net income! the 
income subjected to tax is likely to be greater in Europe 
than in Canada under the same circumstances, 


Ui, Secondly, in some European countries, the 


| 
treatment accorded to losses is far from liberal and in 
most of them it is no more liberal than in Canada. The 
general practice in most of the European countries under 
consideration is to permit losses to be carried forward 
for a period of five years. In the Netherlands it ‘e six | 


years forward and one year back. In Canada it is one year 


back and then five years forward. In this matter, the | 
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1) United Kingdom is the sole exception among the countries, 
under consideration, for their losses can be carried forward 

2| indefinitely. Therefore, in their treatment of business 
losses, the European countries, with the exception of the 

3] United Kingdom, are not especially generous to the 
corporations. Furthermore, European countries rely more 

4] heavily than Canada on Turnover taxes or similar imposts 
on consumption, 


: 42, Turning now to the personal income tax, 
‘ on the highest income the marginal rate of taxation in 
: Canada is 84 per cent. The top rates in the United 

: Kingdom and the United States exceed 90 per cent. ih 


the other European countries the top rates are much 
lower -- Sweden 65%, Italy 58%, Norway 55% and Germany 
53%. The tax base in Europe, nowever, is larger than in 
Canada or the U.S. In Sweden, for example, 54% of the 
population pays income taxes; in Britain 36%, and in 
Canada and the U.S. the portion is 26%, and who can say 
this constitues a violation of our conceptions of 

equity and ability? Moreover, the fact that the Canadian 
tax base is narrow indicates that most Europeans pay 
taxes at levels where Canadians pay no income taxes. 
Many of the exemptions and deductions granted in Canada 
contribute to the quity of the tax system. The 
possibility of introducing incentives designed to 
increase the desire to work and save of Canadians snould 
be carefully studied. Studies conducted in the U.S., 
where the marginal rates of income tax are higher, seem 


to indicate that the willingness to work has not been 


taxation. (Cf. "Effects of Taxation: Investment by 
Individuals", and A. T. H. Sanders" "Effects of Taxation 


in Executives", and Break, "Effects of Taxation on Work 


| 
| 
impaired so far, as a result of high rates of income 
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Incentives" in Federal Tax Policy for Economic Growth 

and Stability Papers submitted by panelists appearing 
before the Subcommittee on Tax Policy, Joint Committee on 
the Economic Report NN, 1955 and G. F. Break's paper 
"Income Taxes and Incentives to Work: An Empirical i 
American Economic Review, Sept. 1957.) This paper does 
not attempt an examination of the impact of the present 


rates of personal income taxation in Canada on the ability 


and willingness of Canadians to work and save. Instead 


He 


t assumes that the rates do not adversely affect economic 
growth, and seeks measures other than reduction of rates, 
in the form of incentives and exemptions that would make 


the personal income tax a more powerful instrument in 


the service of economic growth, 


42, The thesis that emerges from this study 
is that the role of taxation in promoting economic growth 
is four-fold: 

(a) To promote the stable growth of the economy 
the tax system should be used to encourage the flow of 
investment in times of excess capacity in the economy, 
and to restrain it in times of capital scarcity. 

(6) To provide the necessary revenue for the 
State to promote directly by its investment and expen- 
diture, the activities that constitute the warp and woof 
of economic growth --- technological progress, capital 
investment, education and research, 

(c) To build into the tax system various 


incentives and exemptions, so as to enable it to afford 


III RECOMMENDATIONS AND SUGGESTIONS 
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1) the maximum encouragement to the activities named above, 
; (d) To facilitate the shift of resources from 
3| private consumption to private investment. 


| 44, We may now indicate some of the lines along 


H 
5| which our tax system could be modified to improve the 


i 
6 effectiveness of its contribution to economic growth, | 
7) A. Corporation Tax | 
8 45, Both on a priori grounds and on the 


9} strength of empirical evidence, there does not appear to 


10| be any valid case for across-the-board reductions in the 
11) rates of corporation taxes, It should also be pointed 
12| out that 60 per cent of the dividends paid out by the | 
13) corporations ah Canada go to residents outside the | 
14] country, and therefore, across-the-board reductions in | 
15) taxation by increasing the amount of dividend payments 
will bring about a loss of revenue to the Government 
without any corresponding benefit to the people of 
Canada. Reduction in the rates of taxation also may lead 
to cutting down of expenditure by corporations on such 
necessary items as research, with a view to increasing 
dividend payments, 

46, On the other hand, the case for increasing 
incentives and exemptions to inialieiie growth, has much 
to commend itself, In this connection, the reforms 


recently introduced by the Government for the promotion 


of research, modernization of equipment and expansion of 


~” 


ales are all steps in the right direction. These 
experiments should be studied carefully, and on the basis 
of the results, efforts should be made to incorporate 


these with suitable modifications, into the corporation 
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1] tax. system. 
47, In view of the high importance of educa- 

2) tion in promoting economic growth, consideration should 
be given to the idea of permitting corporations to deduct 

3] 125 per cent of their expenditure incurred on imparting 
training and skill to labour and management. 

4 48, Following the European example, Canada 
may make increasing use of deprecition allowances and 

5] accelerated depreciation to promote investment. However, 
as explained earlier, in the interest of long term 

6| growth, short-term abnormal spurts of investment should 
be avoided. For this reason, the depreciation policy 

7|| should be administered in a flexible manner, as a 
contra-cyclical weapon, Actually, in this matter Canada 

gi is a true pioneer. During the Korean War, Canada 
introduced in April 1951, a plan of deferred-depreciation 

9| for a specified class of investments, and effectively 


10| Kept the boom in restraint. (Cf. Richard Goode, 
11] "Special Tax Measures to Restrain Investment", Inter- 
12] national Monetary Fund. Staff Papers, Feb. 1957 
13|| M.W. Sharp, "Deferred Depreciation Reviewed" Canadian 
Tax Journal May - June, 1953.) After the inflationary 
pressures had eased off toward the end of 1952, the defer- 
ment regulation was withdrawn. Perhaps if the @bnormal 
spurts of investment during 1955-57 (See Table I) had been 
prevented, the growth rate of GNP might not have lagged 
so much during the subsequent period, An increasing invest- 
ment of about 10 per cent cannot be supported:for long by 
an economy with a long-run growth rate capacity of about | 
4 to 5 per cent. Sweden imposed a tax on industrial 
investment during the year 1952 - 1953 and 1955 - 1959. 
Germany has recently been lightening her rates of deprec- 
Lation. | 

49, Considerations may also be given to the 
introduction of a system of investment reserve allowance 
following the example of Sweden. Indications are that 
it is working well in Sweden, for up to the end of 1958, 
about 1,200 Swedish corporations had allocated a total 
of more than (1) billion Swedish crowns to investment 


reserves. In view of increasing unemployment the 
Government --- the Labour Market Board --- announced it 
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2|| permission to use investment reserves, By the fall of 
1959, 613 separate applications, authorizing 700 million 


crowns to be charged to investment reserves, had been 


{ 
| 
| 
| 
| 
| 
| 
| 
| 
granted. It is significant that private industrial | 
investment in Sweden rose in 1958 by as much as 11 per | 
cent, despite the recession, and at a time when fanaa 
| 

was declining or barely holding its own in other | 
| | 

European countries. (Martin Norr "Taxation of Corporate | 
Income in Sweden: Some special Features", National Tax | 
Journal, Dec. 1959. , "Taxation and Stability”, | 
| 

Harvard Business Review, Feb, 1960, ) In fact, the kind | 
of private investment induced by this scheme is likely | 
to be more conducive to long-term economic growth than 
recession spending by Government, It could well herald 


a new era of active cooperation between Government and 


industry in the cause of stability and growth. In fact, 


once business is convinced of the determination of the 
Government to maintain a high rate of growth of GNP it 

may actually take advantage of the availability of labour 
and raw materials in recessions, to step up its investment 
activity. 


50. Along with all these tax concessions to 


of liberal depreciation allowances and other concessions, 
This may be done by €1) taxing profits on the sale of 
depreciated assets as ordinary income to the extent of 
the amount of capital consumption allowance previously 
deducted for the asset (2) Regulations regarding 


deductible expenses should be drawn up in 2 clear and 


i 
| 
| 
| 
| 

corporations, it wotld also be necessary to prevent abuses | 
| 
| 
1 
| 
1 
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unambiguous manner, and accounts should be audited 


2) carefully to prevent the acquisition by firms of "depre- 
3]| clation objects" and to cut down expense accounts (3) 

4] it might also be desirable to exercise control over 

5] advertisement expenses, by not permitting expense beyond 
6| 2 certain proportion of total cost as allowable business 
71 expense in calculating income taxes, (W. H. Hansen, 

g| Economic Issues of the 1960's.) 

B. ‘The Personal income Tax 

51. (1) Consideration might be given to 
varying the rates of income tax in the lower income brackets 
according to the requirements of contra-cyclical policy. 
If objective criteria could be established for this --- 
like degree of unemployment, rates of investment etc --- 
the public could soon learn to accept such variations 
as the normal feature of the management of the economy, 
like variations of bank rate, 

(2) The steep progressivity of personal income 
tax in Canada makes it a very effective automatic 
stabilizer (See Table III), reducing the progressivity 
of the tax is almost sure to effect tts effectiveness 
in this regard. | 

(3) In view of the crucial role played by 
human capital in economic growth, consideratiori might be 
siven to making bona-fide expenses incurred by the 
citizen for improving his skills, knowledge and competence 
as a deductible expense in calculating income taxes, 

(4) In view of the high importance of indivi- 


dual research, at least the amount of expenses incurred 
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research might be treated as a deductible expense for 
income “ purposes, 

C, Taxation of Capital Gains 

52. Taxation of capital gains in one form or 
another is a regular feature of tax systems of most 
developed oe and not a few underdeveloped ones, 
Its continued exclusion from the Canadian tax systems 
cannot be justified either on grounds of equity or 
economic growth, It is undoubtedly an i popeandnets 
important source of revenue in Canada today and has be- 
come a species of income deliberately sought by many. 
Kaldor recently remarked that if a visitor from Mars were 
to judge by the heaviness of the tax borne, the relative 
importance of various classes of people he would conclude 
“Ghat professional speculators performed the most 
valuable services to the community, and high officials of 
the Civil Service, or of the Judiciary performed the 
least beneficial services," This statement is perhaps 
more applicable to Canada than to sarsasat any other 
country of comparable development, In the countries of 
Europe, in the United States and now in Britain, capital 
gains are subject to varying rates of taxation. The 
introduction of a capital gains tax is long over-due, 
A detailed discussion. of the subject is beyond the 
scope of this paper. It may be pointed out, ieee 
that the tax is likely to have a favourable impact on 
economic growth, Apart from brining revenue to the 
Government, it may be expected to divert some of the 
ingenuity and talent that is currently locked in the 


'zero-sum games! of stock-market speculation and real 
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estate trading, to activities calculated to increase the 
ingveer ted output of the nation. 

53. In conclusion, one final suggestion may 
be made. Fiscal psychology is a new and unexplored field; 
but it may be very rewarding to make a careful study of 
the mental attitudes of Canadians to taxation as a whole | 
and to specific taxes in particular, The German word, | 
‘Steuer! means 'support! and the Scandinavian 'skat' the | 
common treasure destined for common purposes. In France, 
England and North America tax is something felt. as .an 
'‘imposition' upon the citizens (impot. imposto, impuesto). 
The psychology of the tax payer in these countries seems 
to offer a much higher resistance to taxes. In the | 
nistories of these countries resistance to taxation playee 
a erucial role in the very development of democratic 
and representative institutions, and this no doubt has 
become part of the psychological make-up of their 


r 
Chokesensiz we — 
“a 


s 
a 


54, In Europe considerable work in this new 


and exciting branch of public finance has already been 


done, (Dr. G, Schm$lders of Germany started research on 
numan behavior under taxation as early as 1932. Mm 
France, Henry Laupenburger has already included fiscal 
psychology in his standard work on public. finance. 


Cf: Lis Traite d'Economie et de Legislation Financiere, 


ee 


Paris, 1954.) Moral suasion is now a powerful instrument 
of monetary policy in most countries. If it shall become 
a serviceable instrument in the hands of fiscal authoritiep, 


a systematic study of the 'tax mentalities' of citizens, | 


should be undertaken on a continuing basis. | 
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GOVERNMENT OF THE YUKON TERRITORY 


P.O. Box 2029 
Whitehorse, Y.T. 
June 4, 1963. 
Chairman, 
Royal Commission on Taxation, 


Box 466 
Ottawa, Ontario. 


Dear Sir: 

The following motion (Motion No. 13) was unanimously 
passed by the Yukon Legislative Council during 
their recent session. 

It was moved by Councillor G. 0. Shaw and 
seconded by Councillor H. E. Boyd that 
insofar as it is a fact that for reasons 
of health it is oftimes vital and necessary 
at great personal expense to travel to 
large centres where specialized facilities 
and care are available, the Council of 
the Yukon Territory respectfully request 
the Administration to present the follow- 
ing proposal for edaidatation of the 
Royal Commission on Taxation: 

1 That an allowance be made for 
actual legitimate costs of transportation 
to hospitals and/or medical centres out- 
side the Yukon as a full income tax 
deduction in the same way as normal 
medical. expenses. 
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2. tramsportation be supported by 
competent medical authority that this 
travel was necessary for the taxpayer 
and/or dependants' health to travel to 
aforementioned larger centre rather 
than utilize available Yukon facilities 
which might be inadequate. 

It would be appreciated if this motion could 
be given some consideration by the Royal Commission 
on Taxation as they may see fit. 
Yours truly, 
(sed) H. J. Taylor 


Territorial Secretary 
HJT : LW 
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1i Honorable Sirs: 


2 Our Union appears before you as the picneer or- 


Ge 


ganization among metal mine workers in Canada, and indeed 


> 


one of the oldest crganizations of workingmen in the 
5} country. 


6 Throughout the seventy years of our existence 35 


nerw res demynnerneeeeree ft AORTA OH ERATE TONED AEE CPIT LUTEE G8 CTS ONT CES FA Se I I 


7\ a Union, we have interested curselves in the various 
legislative matters that have confronted our membership’ 
and that affected their well being, whether eaielala 

| social, political or cultural. Over these many years, 

| we have advanced and projected to governments and govern~ 
| mental agencies, bodies and commissions those reforms, 

| that, in our considered opinion were necessary for the 
betterment of the lot of ovr people. 


These policies and programs have nevex been ad- 
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vanced as the ideas or progrems of a single man or a few 


men or even of elected executive bodies of cur organiz- 


ation. Our pelicies and pregrams have been developed ana 


191 put forward by the members of our organizat\ wn through 
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| thoroughiy democratic procedures of local union initiative 
i 
: 


24 | the oasis of open neainations, and secret bailot @aisetion. 
! 

95% There are no restrictions or impediments pisced in the 
i . ; . ‘ 
way of any member in good standing who wishes to contest 


27| for any office in our Union, whether Local, District or 


i 
28 | National. The sole qualification is that he shall have 
| 


29||\been a member in good standing for at least one year prior 


30) to his election unless he comes from a newly formed local 
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union. In this case he is free to contest for office 
and the qualifying one year period is waived. 


We also take pride in the fact that we are the 


| first International Union to establish by constitutional 


measures full self government for our membership in Canada. 


This was done in 1955 and while we have continued to 


| maintain close fraternal relations on a voluntary basis 
| with the workers in the metal mining industry of the 

| United States, the Canadian membership 1s autonomous and 
| self governing in every respect and in no way bound by 
the decisions, policies and programs of the union in the 


| United States. 


We make a special point of these practises and 
organization of our Union for two reasons: 

First, we wish to estadlish at the outset that we 
speak with full force in the interests of the Canadian 
membership and without fear of interference from abroad. 

Secondly, we make these points because in advancing 
our position before the Commission, we assert that it is 
a position not only totally in conformity with the needs 
of our members but is as well representative of the . 
genuine interests of Canada. 

We say frankly that our position will come into | 
conflict with the interests of certain large investors in 
Canadian metal mining industry. This is particularly 
true of those investors in the industry who are ie fact 
foreigners in Canada. 

In the course of our presentation we will pay 


particular attention to the shape of taxation policies 


as they affect this question. We believe there is room 
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1} for very considerable examination in this regard and in 
particular with regard to the effect of taxation policies 
on the development and stability of our country and the 
conservation of irreplaceable natural resources in metals 
in Canada. 

We are pleased that our appearance before your 
Commission is taking place here in this far north and 
historic centre of Whitehorse because as an organization 
we have much detail to lay before you with regard to the 
special problems facing the residents of this frontier. 
We commend the Commission for its decision to hold hear- 
ings here. 

We believe that we are the only organization of 
working men that will be making such representations and 
we welcome the fact that we can make them here. 

We will lay before the Commission recommendations 


on all cf these matters and we are sure that they 


Hosal 
peed 
food 


be given the consideration due them. 
& PROGRAM POR RESIDOENTS OF THE FAR NORTH FER ERRITORIES 


‘a) What is ecommoniy termed as the "North" consists of 


more than 40% of the land area of Canada and whose po= 


tential wealth, primarily im minerals mainly wideveioped, 


23| must beer strategie significance te the future develop- 

24 ment of Canada 422 @ whole aecorilivy, there is abundant 

a5! evidence tc show thst those Canadians making their homes 
p 

al in the north have contributed te its growth and present 
i 

97 | Stage of development at a higher cost and less reward 
ii 

28 to themselves and their families, than that of Canadians 


29| working and residing in the other parts of Canada. 


30) (b) The Northern Resources Conference, sponsored by the 
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Whitehorse Board of Trade and attended by representatives 
of Business and Banking, Industry, Government and Labour 
which was held in Whitehorse on March 20, 21 and eend, 
1963, provides an up to date evaluation of present de- 
velopment and the future potential of the North. The 
following factors emerged from the conference: 

1. Mining, is now, and will remain for some time 
in the future the principal basic industry in the North. 

2. There exists a tremendous potential of untapped 
resources. This potential wealth can best be irae eaed 
by the Iron Ore discovery in the Snake River area of the 
Yukon and Northwest Territories. Ultimate reserves, con- 
sisting of hematite, grading at exceptionally high levels | 
are known to be in the tens of billions of tons, with 
geveral billion tons available to highly productive open 
pit operations. C 

Equally spectacular is the activity in the field 
of oil and gas exploration. Studies indicate some _, 
600,000 square miles underlaid by sedimentary rocks which 
are a northward extension of the Western Canada Sedimen- | 
tary Basin. Basing his calculations on experiences 
gained in evaluating what have become existing oil fields, 
Drs GD. Quirin of the University of British Columbia 
and regarded an authority on oil economics, estimates 
ultimate possible oil reserves of 49.7 pitiions of 


barrels in the North West Territories, Yukon mainland 


this is approximately 10 times the known oil reserves in 


Canada and does not include the fabulous reserves of the 


30 || Northern Tar Sands. 


and the sub total mainland Artic Islands. By comparison 


an a 


= ne wiles a0 ‘ye "y 
tiv Fant 80 <itaupe ol Iadanetog det i 
ie eras 


ae 
rt 
7 ear, | L 

on" 2 bry iochias yinisees Seog tal wl? Se aes gis oe 
7. th | 

en ‘ eee ees «sete: no T2woF athyh ts 
eon xsl betes tueqp of Latiredaq 249 efliAaW .f 


i 
Sy yaa r, ‘ - ¥ 


iene! Pew coven mention ington ,quowpmmm eolakicd 
Sal og! ' 
Bee obese of Sivener «i owecaete woke Yleataiapge a 
-? ft : : f “ ‘ 
“Et eneta heqoafevebay bitow  Twtsy “aiw moat taQMOH 4h 


* " f . ' ovine a . _— ‘ 
i cael iniuiel Waele ws) asieg & wre bigow ehewis Fb 


” wn“ . , — + n 4 ’ ” eet ud 

oheerns -~ @wmrhs cw ‘J by as ate FOF f + a 
ites.  tovenm deat page hus 1 weld ww’ Paya oy Poe tear cy 
of wl i Wa we am yar ah ee te oe ae Tsay oe lp ea HE Te ee 


etath wir joo 6 =| Gey OT Seay wie We ners 


eer img ’ f ji A ¥, ae ra 
a7 
x 
Cd rd et } a? ‘ a . ve ; 
bs A , 
en ae % ’ 
= oF .4 7 J F . t 
uta ' vie a 
‘ 4 
4s be iH , 
a * 
e 


a eeegate grtad .ot'itos? es yd bayod weet Bre sory 
, a 


bea Wotcenwes owed) eon .savtaeged 20 Pay eats 


0 by 
neorhe ‘ons  elemue: te cestvon bodalidates ereateg wor 


a 


i. 4 


Se sates ne es as. eobratud 7 72 pars evin — i 


* ’ % -* ’ 
i 
' 
By , 
¥. ‘ 
— A 
a ees ; is? 
» ' ’ as 
oe) ele ~; Ya ’ | ht 34 4 a 
“\ 
. ro p e . é _— “ wwe 
S2or,5 tf heed @2 ..* .etamiio .poLsagtogein ts 


- 


ANGUS. STONEHOUSE & CO. LTD. 
TORGNTO, ONTARIO 


Power potential is equally astronomical with the 
Yukon River and its tributaries as an exampie, consti- 
tuting one of the largest remaining undeveloped sources 
of Hydro Power on the continent. 

3. While the potential is great and future poss- 
ibilities enormous, actual northern development remains 
an agonizingly slow process. We venture tc state that 


in comparison with other world undeveloped areas, Nor- 


tetrad.) 8 


thern Canada would earn a prize for slowness. West of 


the McKenzie River basin only two mines - Canada Tungsten 


PONE Re eaegtmrne emp ee: 


li Corporation and Cassiar Asbestos have come into produc- 
12 tion in the past 19 years. West of the Hudson's Bay, 
a the I.N.¢.0. complex in northern Manitecba and Hudson's 
14/ Bay Mining at Fliin.Flon and the nickel company operation 
it 
4 - 
15, at Rarkin Inlet are the main developments presently 
# 
16 | operating. 
17! The majority of Uranium Mines in Northern Ssas- 
f = 
i8} katchewan have ceased operation. Of the two principle 
i 
19} mines in the Yukon - United Keno Hill and the Yukon 
a 
20 | Consoi1idated Gold Corporation, the onerationali life of 
| 
21; the letter is uncertain according te reports. The prin- 
22! ciple companies now conductine exploration in the Nevth 
23} as elsewhere in the mining industry are foreign owed 
u 
i 
te 
24) and controlled. 
| 
25 | 4. Mutvure develoowens of stneral resources and 
ti 
pe ao! te : : 
26 | of oil and iron in particuiar ~ beset by problems of 
i 
274% transportation, climate, etc., is based on tnose coun- 


28| tries and areas bound by the Pacific, using Skagway as 
29 the post of departure. Since these countries and areas 


30 now possess established sources of supply, any sales 
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will obviously need be highly competitive. 

5. Private Canadian Capital is highly limited 
by the existing taxation system to undertake any major 
all rounded development of the type of investment in the 
North as evidenced by the past 20 years. The Federal 
Government with its vast resources must play a vital 
role in policy, direction and in the provision of de- 
velopment Capital and other economic inducements for the 
establishment of industry and the maintenance of a 
healthy standard of living for people living and settling 
in the North. 

As an example - were the government to establish 


a Smelter and Processing Plant to handle our lead, Zinc, 


| silver and asbestos, now mined and shipped at consider- 


able cost to Trail and Mannheim, Pennsylvania - it would 
mean a considerable cut in final production costs of 
these minerals, it would serve to activize the develop- 
ment of other mineral fields and above all provide added 
employment where it is very much needed. tp 


As we will show later the existing taxation 


system makes this development extremely unlikély insofar 


' as private capital is concerned. 


7. There is every indication that unless the 
Federal Government undertakes compiete direction of 
Northern development as an integral part of an all 
rounded independent economic development of Canada, it 
is not impossible to forsee that these resources now 
being discovered and delineated will remain for the next 
25‘or 50 years as reserves of industrial raw material * 


for the industries of other countries when present 


~ 
= 


in aa ai - ' We, Fie et, : f 
Adan, i tastes sania conintont AY; pare | 
; W get “ 


— eanavoge warts aad toong sas e ‘4 A i’ fe 
V4 ee 

e i . a ae 
‘ - ae + : ba us sictoc anh ; & zt 


ys Sdolgeeart aun ydorente ia ue ee 


> 


es 
a» 


— tow ott mt moh taut te Stewie od od OF moceeret 


= 


‘ree’ te eotenstes “Oars ots beonged of YX ynianes 


—_— 


& 


Neaiipibieniel Pore 5 te seu: v a ” esa « pee) Soran anol é a hemes 


{yeeneos [auerMeg acl ons eMPorTIn KDi ates? “th mor? 


“4ovs ms ay O®. ‘6 elAf tenia oe ay Meleeat paid , SAE, | 


2 
_ SR a ao 


: . , - ’ : y . , : ae i \ i 5 
 SaerTOR at Biltierreioy slew Yo sole a Pars: a); a 


=. larebet edt Ww citwiniesl qaneta soeloper 3 saat iabeoblens rot 


es 
: ; ~ ‘ HA 2 
aen?S edd Yo toeltss eff pos tarry Gt twee overran) rc eh 
cal \ ’ at 
A j 
 woow ai #volind of ates Bef Oe OTe Ley fe 
Nes " “ye oF 4 
F , A 
y % } * ms . y a 4 4 . A yD ppemeaty’ ae = 
sartru no OS @ oy 2 an i; oc 4 i 6B BA Se 4 ire 
ye : F | 
rat rdw ia 
ad * « } : of 
a é - bay be . ~ , af = <* ” ‘ ! 
i= i} 
re i 
we ; 
ort uy 1 har > | ~ j wa ph { m 1 Mo J * t ‘* id » 4 ay i 
’ 
2 
4 i _— 
- Yo t#aloorr ramet ’ ; nLoOnrvewg Pes ; 
} Ny ry 
jl } 
A 
a 'a + ' pers > » “ : \y i, Me +“ : 
» ) BLOM Leos s pale Cad te Ay ys me ur et ; he 4. ' TL e 
t: f 
- 
° “ ‘ \ ‘ ve " 
»079-% a ' {O42 Se oe ‘ i yim FXG 
i 
i ‘ = if 
‘ J ° f 
194.66 LO) ¥ t ’ J i yi : ; AN ‘ 
‘ j 
or 4 an 
~ te, 6 ij ? ; . P KA, + 7 od ' F 
« 
+, = 4 OF : »~ 4 ) oa 
swum oF Ye CcCueatva if 24i%0s Far 


oi* he ze i 
oh . iz 
Ny ; | . . 4as 
ec noo SO @niog faleorq: * #2 Betse We Bs 17 1a 
_— a 7tA sade iota “woe yd aenetestew OF Bivens snd Tr 
’ 


. g eats « drvaged eves siete YY eapey Ud sects Jars tout ecg i 


a, ao ‘301 tien oF bourse? al rHemireveD tatwoirrret novel Lee 


j 


i 
a motnotbad bee 2 et \wataw ‘oat wort pareve 6¢3 Yo ioe = = ay 


J * (s ia’ 7 
, 2 h\ f ; } sg 7 
ee eter: weet ie 
Riete Coy . - | | 4 ; 
. a, rine ’ »? as 
& _ VA : : ¢ é 
ots wo. a, » a - a ‘a wd ee 


ANGUS. STONEMOUSE & CO. LTD. 
TORONTO. ONTARIO 


resources become depleted. It should be noted here too 
that great as these resources are, they are not inex- 
haustible. 

8, While the above sketchy and incomplete re- 
ference to the economic situation in the North may 
seemingly be beyond the terms of reference of your 
Commission, nevertheless, and because of the interrela- 


tion of taxes, tax structure and the general econ 3 


we urge your Commission to consider this aspect in every 


detail. 

Further, since any major undertaking in Northern 
Development requires primary leadership of the Federal 
Government and is dependent on the extent of the finan- 
cial wherewithal at its command, we selieve the work of 
your Commission can be of immense valne tc the further 
growth of the North. 

Under existing conditieons, we emphasize tne role 
the Federei Government primarily because there is no 
government in the northern territories of 
Yukon and North West to piay the traditional role of 
encouraging the developments of secondary industry etc. 


in the sresa. We note that there will be no submission 


before your Commissicn on benaif of the entire Terri- 
ae iat las ai Fie <= es ee _ peo ~ 

tories and that in fact no central authority to make 
such, 


This we submit is a special point cf consideration 


that should be undertaken by your Commission. After all, 


the fact that after 60 years of Yukon development, the 
Yukon Territorial Government is forced to rely for 1/3 


of its revenue from liquor sales, is a sad indicator of 
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| the solution to most problems in the North is the need 
| for industrial expansion. 
: PEOPLE COME FIRST 

1. Much has been written and spoken regarding 
recognition of the special needs of peopie living and 
working in the North. Despite a harsh climate, a lower 
standard of living, lack of standard amenities and ser- 
vices the people of the North have survived and whatever 
progress has been achieved is to their credit. 

2. To the best of our ability, we list below 
data describing comparative economic and social condi- 
tions of the northern worker. 
Average Weekly eacces 

1. D.B.S. - Labour Gazette, March 1963 list 
the following average weekly income at Dec. 1962. 
Metal Mining 
Canadian Average $90.94 annually 52 wks. $4,730.88 
Alberta & N.W.T. 80.45 bs 4,185.40 
B.C. & Yukon 85.20 _ 4,380.40 
Service Trades 
Canadian Average 41.75 7 2,171.00 
Construction 
Canadian Average 71.89 3,808.28 | 
Overall Canadian Average 77.07 . | 5 ee 
Wages & Salaries 
DBS, 1961 

@. Earnings Yukon Mines, 1962 
Miner (exclusive of bonus - weekly) 

$95.22 . 4,951.44 

Labourer 83.72 st 4,353.44 
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2} Mill Operator $95.22 annually 52 wks. $4,951.44 


3| 3. ings in Mine N.W.T, 


, cones eee anehnenenitanmmeenaseekaneinamneedentaialeeeenetiniiaer ee 


5] é} 92.62 if 4,815.24 
‘] Ledaeiee 86.24 9 &, 484.48 
7| Mill Operator 91.14 . 4,739.28 
8| Spot Checks of Other Trades in Various Locations 

‘a Yellowknife 

10) Mine Cookery - Kitchen help - $22.50 per week. 

11| including board - no hospital plan 
12) | ox vacation pay. 

13) Garage Partaman- weekly wage $83.90 - vacation | 
14|  -pay - medical plan | 
15| Electric Co. Utility Man (Meter Reader - Line Man} 
16 | $79.20 weekly - 6 day week 
17 no vacation pay ~ no medical olan | 
1 Baker - 60 hour work week - $86.00 per week 
19| Truck Driver - $83.90 per week 6 day week 
20| Restaurant Dishwasher - $35.00 per week - 6 day | 
21 week, including one meal and lf | 
22} lunch daiiy : 
23 Store Clerk ~ $42.50 per week - some holiday ay | 
24] Whascehorse 
25] Store Clerk - bezinrers $1.00 per hour, if satis- | 
26 | factory after 6 months $1.05 per 

| houz 

sn Common Labour - $1.50 per hour 

29 Garage Mechanics - $1.80 to $2.75 per hour 


Waitress - $.85 to $1.00 per hour 
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Selected Rates of Pay - Outside Service Department 


of Highways 
Cook 2 - Highest Rate - 


from $323 per month to $339 (40 hr. wie.) 
a ee so Hele iy " 4o2 (48 hr. wk.) 
* ee ts . " 460 (56 hr. wk.) 
Flunkey - 
from $258 per month to $271 (40 hr. wk.) 
Si eee a . " 313 (48 hr. wk.) 
Ps 2 oes : " 355 (56 hr. wk.) 
Manual Labour 


Axeman and Faller 


tf 307 " tt ' 321 
Blacksmith 386 " : * kos 
Powderman 1 329 " - Sin, SAS 


Rough Carpenter 

from $324 " “ cae: a 
Teamster " = Se o pM, | a 4 
Observations and Conclusions 

1. Organized statistics for the Territories 
relating to wages are extremely scarce if not non-exis- 
tent. 

2. The figures quoted above while they include 
reference to those areas covered by Collective Bargain- 
ing Agreements, one Government Department and some on 
the spot checks - they are mainly from areas around 
principal transportation systems and do not include the 
Artic Coast or the interior. 

3. Where the incomes appear higher than the 


Canadian average they are based on longer hours worked. 
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4. From the information available, we can state 


2} that wages in the North are not higher than Canadian 
wages. 
In general and in many cases, they are lower, 


particularly those of native people working for industries 


| 
| 
' 
| 
| 
| 
| 


not covered by Collective Bargaining Agreement or the 
Government. 
Cost of Living = Food 

l. The attached simple price Seetttindss includes 
only areas along the highway to Whitehorse and Yellow- 
knife and excludes the Artic posts and interior com- 


| 
munities served mainly by air. | 
2. Generally in comparisor: to Edmonton retail | 

prices - such staples as bread, flour, sugar, milk, eggs | 
and potatoes are higher anywhere from 15% to 100%. | 
3. The difference in prices in fresh meat are | 
somewhst less and range anywhere from 10€ to 20%. ' 
& Fresh vegetables and fruits are higher - | 

being perishables and requiring rapid trens.drtetion and | 


refrigeration facilities, 


| 
5. Aside from a simple comparison of prices - / 
lack of variety and the narrow vance af selection exist- | 
ing in the North adds to the petce. : 
24 | 6. We helieve a conservative figure of 25% | 
asi would adequately des=sribe the higher cost of food in | 
26 | the North. 

27 | 7. Restaurant meals reflect this difference, 

28 but are slightly higher than the quoted figure above. 
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Clothing 
While we submit no clothing prices and even if 


no price variation existed, clothing costs are naturally 
higher due to the longer winters and the need of heavy 
warm clothing for several months more than "outside". 
Housing and Rents, Heating and Electric Power 

1. A large section of northern housing is sub- 
standard and would be classed as slum dwellings in our 
urban centres. Rents vary according to each community 
and are relatively high. Where they are low in money 
price, the cost is made up in substandard living. Native 
homes are almost entirely of this category. Comparative 
higher northern costs of housing can best be illustrated 
by referring to the Cost Estimates formulated by the 
Construction Division of the V.L.A. These estimates 
are based on homes consisting of one story - 2 to 3 


bedrooms and of simple construction. 


Edmonton, Alberta $.52 per cubic foot ( 
Fort St. John, B.C. Jee HL toying 
Jasper Park pL tt " 
Yellowknife, N.W.T. “y fo ties " " 
Fort Smith, N.W.T. 76 " i " 
Whitehorse, Bo ye " tt 
Watson Lake, Y¥.T. Ay ile w i 
Haines Junction, Y.T. Bes lr i " 


2. Heating and Electric Power are undoubtedly 


t 


the highest contributing factors in expensive northern 


living. Not only is the heating limited to oil, wood 


and coal, excluding electric power and cheap natural 


gas, but the price of fuel oil is more than double 
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Edmonton prices and propane cooking gas almost triple. 
Longer winters also necessitate a heavier consumption 
of fuel and electric power. 

(See appended price list) 


Transportation 
Personal transportation in and out of the North 


is an extremely high cost item. For a family of 4, with 


2 children being of age to qualify for one adult air 


———____. 


fare a return trip from Mayo to Vancouver or Edmonton - 
for purposes of holidays, illness, etc. would cost 3 x 
190 or $570.00. This cost can be added to higher edu- 
cation costs for those youngsters desiring to attend 
Universities. While alternative transportation exists 
for those commnities, which are limited in number and 
located on hishways, many communities rely solely on 
air transport. 

Automobile travel is comparatively more costly. 
Gasoline prices range from .28¢ toe .35¢ more in price 
than outside prices. Repairs, oil, and depreciation 
beer an equally higher cost. 

General 


While the comparisons are by no seans exhausted, 


of economics confronting northern femities. 
Social and Labour Conditions in the North 

1. Annual Vacations 
No vacations are guaranteed by law in the Northwest 
Territories. While the Yukon Ordinance on Vacations 
with Pay guarantees two weeks holiday to every worker, 


by calculated holiday pay exclusively on the base rate 
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1] and excluding overtime, incentive pay and bonus, Yukon 

2) workers are discriminated against. 

3 2. Hours of Work Act 

4|| No such act exists in the Northwest Territories. The 

5] Yukon act is generally in line with neighbouring Provinces 


6 3. Minimum Wage Act 
7) Neither Territory guarantees a minimum wage by law. 


8 4, Workmen's Compensation 

9| Both Territories have enacted Compensation Laws. The 

10| fact that neither Territory possesses its own insurance 
11] fund and Administrative Board, but relies on private 

12| Insurance Companies, makes the Act a clumsy one, result- 
13|| ing in delays in processing of claims as well as in- 

14] creased costs to the employer. 

15 The following comparative notes between the Acts 
16 in the Territories and neighbouring Provinces shows 

17|| much lower rates paid to injured workmen in the North. 


18|| Benefits in Case of Disability 
19] Alberta: Total - 75% of earnings - minimum $35 per wk. 


20 _ on earnings if less. 

21 Partial - Proportion of 75% of earrfings based 
22 on impaired earning capacity or 75% of 
23 aifference in earnings before and 


after accident. 

Maximum earnings reckoned - $5,00 per annum 

Total - 75% of earnings - minimum $25 per wk. 
on earnings if less. 

Partial - Proportion of 75% of earnings based 
on impaired earning capacity or 75% of 


_ difference in earnings before and 
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B.C. : Partial - (con't) 
after accident. 


Maximum earnings reckoned - $5,000 per annum. 


| 
| 


Sask: Total - 75% of earnings - minimum of $30 per wi. | 


Partial - as above 
Maximum earnings reckoned - $6,000 per annum 
Yukon & Total - 75% of earnings - minimum $35 per wk. 
on earnings if lexis 
Partial - as in Alberta. 
Maximum earnings reckoned - $4,000 per annum 
in the Yukon - $4,500 in the N.W.T. 
in the case of the Yukon Act an injured workman 
receives the lowest compensation - some 20% below the 
neighbouring Provinces. 

5. An entire chapter could be devoted to the 
primitive or non-existent service placed on northern 
residents in the field of modern up to date daily news- 
papers, libraries, recreational facilities, etc. While 
the main points in the Yukon and the McKenzie Basin have 
access to public phones and telegraphs, others have to 
use the complicated systems of the various Government 
Departmental Communications systems. Some improvements 
have been made in CEC Radio Services. Long before the 
advent of these incomplete services, northern citizens 
however, have contributed via taxes to the operation of 
the CBC in other parts of Canada. Undoubtedly CBC - TV 
for the North is a luxury far removed. 

There is an exceptionally heavy load of welfare 
costs here in the north due to the seasonal character 


of a great deal of employment, the almost insuperable 
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| obstacles to establishing normal family life and the 
‘ 
attendant broken homes etc. that follow almost inevi- 


| tably from these conditions. 


| Arguments in Favour of Proposed Tax Changes 


1. The Government of Canada recognizes that there 


| is an exceptional situation existing in the North. In 


addition to salaries and wazes paid to its' employees 


| the Government has by Order in Council established the 


Isolated Post Regulations, or commonly known as the 


| Northern Allowance. These Regulations extend the fol- 


lowing supplementary payments to those employees working 
in Northern areas designated in specially prepared 
tables, and over and above wages and salaries. 

(a) Travelling expenses - including transportation 
of luggage and furniture on assignment to new posts. 

(b) Travelling expenses while employee on fur- 
lough or when ill and requiring medical attention. 

(c) Isolation allowance with a maximum for 
salaried married and single category of $2,100 and $,200. 
In the case of hourly rated employees, a maximum of $1.00 
per hour for married men and $.57 per hour for single. 

(a) A maximum Food Allowance for salaried married 
and single category of $1,040 and $624 respectively. In 
the case of hourly rated employees, a maximum of $.50 
per hour for married personnel and $.30 per hour for 
single. 

{e) In addition two other equally generous 
categories are in existence - covering fuel and utilities 


and a further supplementary Isolated Post Allowance. 


Thus according to the listed schedule a married 
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salaried employee in Watson Lake, Y.T. would receive 
$1,140 Isolation Allowance, plus $320 food allowance. 

An hourly rated married employee working in Dawson City 
would receive $.55 per Isolation Allowance - $.27 per 
hour food/ /llowance - $.21 per hour supplementary Isola- 
tion Allowance and $.26 per hour to cover fuel and 
utilities. 

2. Were the proposed cut in taxes to be affected 
we have no estimate of the resultant lost revenue to the 
Federal Government. The percentage undoubtedly would 
be small. The extra income to the northern resident 
could serve to provide some boost to the local northern 
market. We believe Canadians generally would support 
such a subsidy as they did a larger one to the Province 
of Newfoundiand cn its advent to the Dominion. 

3. Since special incentives via tax write-offs 
are granted the mining industry as development induce= 
ments, it is only fair to grant similar conditions to 
the people operating the industry. 

4, From the point of view of Administration, 
no serious difficulty should be encountered. Lines of 
demarcation can be patterned uwoon those established in 
tne Tsolated Posta Regulations. we know of no fairer 


+ n, oF wPf ante enine eos a ye mike a> 
way of estapdiisnhing 2 nerthern subsidy. 


tion in the scheme of taxation and we respectfully urge 
your Commission to recommend. 

(a) Amendment to the Income Tax Act to provide 
an additional $2,000.00 income tax exemption for all 


tax paying citizens in the North. These increased 
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1 exemptions are proposed in addition to our general pro- 
2] posals for increased exemptions. 

3 (b) In addition we urge the abolition of the 

4] Excise Tax on all commodities being sold in the North. 
5 
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1 The Metal Mining and Processing Industry, The Federal 


2 Tax Laws and The Canadian Economy 
3 Under the Income Tax Act the metal mining industry 


4] 4n Canada receives treatment that is vastly preferential 
Si over other industries. The arguments advanced in support 
6) of this state of affairs generally revolve around the 

7| degree of "risk" involved in developing a producing 

8] mine, and the need to encourage investment to develop 

9| the industry, etc. 

10 Let us say at the outset that we reject the pro- 
i1/ position that taxation policies are decisive in the econo 
12| mic development of Canada, We maintain that while an 

13| “incentive” taxation policy may affect to a larger or 

14 smaller degree the growth or otherwise of an industry, 

15] what is essential to growth is an expanding market for 

16 goods produced and a faster return on the invested 


17| dollar. It is this last that taxation policy can and 


In the case of metal mining, however, the “in- 


19 
20! centives" are unusually generous and have unquestionably 
Zi influenced the trends in the industry during the past 


: does affect. 


22! years. On the question of "risk", ~lthough we feel it 
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is an understatement, we join Mr. John Davis in "Mining 
= and Mineral Processing In Canada", a work authorized. by 
25 the Royal Commission on Canada's Economic pessbecee when 
26 he says: 

27 "Nevertheless, in this second half of the 20th 

28 century, it is becoming increasingly evident that mine 
29|| development is a sound business venture." 


30 There are certain characteristics of this indust 
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that are peculiar to it The first of these is that it 
is more heavily dominated by the investment of foreign 
(mostly U.S.A.) capital than any other industry. 

U.S. investment in the metal mines has accelera- 
ted at a prodigious rate during the past few years. 
Between 1953 and 1960, investment more than doubled 
mounting from $995 millions in 1953 to $2,058 millions 
in 1960. Of this huge sum 63.8% is U.S. invested or 
controlled, 27.5% is Canadian and the remaining 8.7% 
is divided among various other foreign investors. In 
dollar sums U.S. capital amounts to $1,313 millions, 
Canadian is $565 millions with the remaining $190 millions 
divided among the other foreign investors. 

The index of mineral production per capita between 
1948 and 1961 shows similar ;spectacular increases. Dol- 
lar value per capita more ‘ ian doubled from $63.97 in 
1948 to $141.12 in 1961. Using 1949 as a base year with 
an index of 100, the volume geciuntion of metals almost 
trebled from 90 in 1948 to 263.2 in 1961. (Page 516, 
Canada Year Book - 1962). 

The same sources tell us that "For all Roestag 
manufacturing there was an increase of 61.2% in volume 
of production during the 1954-59 period" something much 
less spectacular than the tremendous increase in metal 
mining. 

It is against this spectacular increase th invest- 
ment and production that the preferential taxation system 
for the industry must be viewed. 

We take issue with the fact that the investment 


in the industry has been primarily foreign investment. 
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lithe taxation laws are framed in such a way as to encourage 
2ithe fastest possible exploitation of irreplaceable natural 
3iresources in their primary and raw form and to discourage 
4\the development of secondary processing plants. Precisely 
Sjduring the above mentioned years when there has been such 
6a tremendous influx of foreign capital into the industry 
7|literally dozens of new mining enterprises producing the 


8]iraw ore or concentrates have been developed. During the 


9isame period the number of secondary processing plants 


10|(smelter and refineries) built is negligible. The follow- 


| 


1ijing table is enlightening on this score: 


12] GROSS PROFITS AND INCOME TAXES PAID BY THE 
13 MINING AND MINERAL PROCESSING INDUSTRIES OF 
14 CANADA 1926-1954 


15|(expressed as percentages of gross value of production) 


16 Mining 1926-30 1931-35 1936-40 1941-45 1946-50 1950-54 
17||Gross profits 41% 39% 52% 41% 37% 33% 


20 Mineral Processing 


21\|Gross profits % 3% 4g 5% 7% 6% 
as & of GVP 

22 
Income tax ~ - - - ob 3% 


23|1as of GVP 


24||\Total Manufacturing 


25||Gross profits 6% 3% 8% 84 of 8% 
as & of GVP 

26 
Income tax - ~ ~ ~ 3% 4S 


27 as & of GVP 
28 (Table 44, Royal Commission on Canada's Economic Pros- 


29pects - Mining and Mineral Processing in Canada" 


page - 322) 
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1/The same source on page 323 states: 
2 "Conscious of the advantage to themselves of re- 


3|porting as high a profit as possible on their mining 


4|operations and minimizing the profit position in respect 


wm 


to smelting and refining, the integrated producers have 


oO 


for years followed the practice of pricing their ores 


~~ 


and concentrates at a maximum. The reported materials 


te) 


expenditures of the smelters and refineries have been 


ve) 


correspondingly increased and the profit position in 

10] respect to primary manufacturing thereby held to a 
11|minimum." 

12 The note at the end of the chapter states: 

13 "As long as the Canadian mining industry has a 
14||strong tax incentive to maximize the price on ores and 
15||concentrates and thereby minimize the profit position of 
16||smelters and refineries, t! re does not wi to be much 
17||room for the operation of custom smelting and refining 
18||operations in this country. Any firm which attempted, to 
19||set up its own facilities and to buy most of its ores 
20||and concentrates from others would find price considera- 
21)|\tions such as to discourage this practice. Only through 
22\||\corporate integration can full advantage be taken of the 


93|Canadian tax system." 


24 We agree with the foregoing analysis but believe 


25| that in the interests of clarity more needs to be said. 


26||The central point here is simply that it is the giant 


27 | corporations with integrated production of ores and of 
28 |smelting and refining processes that can take the greatest 
29 |advantage of the tax system. We believe it is closer to 


3Q|the kernel of the matter when it is said that the tax 
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1! system is designed to assist these giant "integrated" 
2iU.S. monopolies and deliberately curb the development of 
3] free competition. 

4} Since the vast bulk of investment in the industry 


S5iis U.S. or controlled by U.S. interests and is, in fact, 


9 The industry has become dominated by foreign U.S. 


10| capital to the point that our precious assets of natural 


13| ana manufacturing and the tax system of the country is 

is} Premed to encourage this development. The above mentioned 
1$) Soames is instructive on this point as well when it says: 
16 | "Assuming (and this is an important proviso) that 
17) the operation is economic in a truly international sense, 
18|the benfit to the Canadian economy of converting ores 
19|and concentrates into such primary manufactured forms 

20) as metal in ingot form is an approximate doubling of in- 
21)jcome. This multiplying effect would be further enhanced 
22| by increased Canadian pAntiaehanaen in the ownership of 
23|)stocks of mining companies operating in this country." 

24 We do not wish to be misinterpreted as saying that 
25|\we are unalterably opposed to foreign investment in 
26||\Canada's metals industry. We do however propose that tax 
27 ||}systems should be devised that would give Canadian in- 
28||vestment much greater incentive in the industry and cur- 


29 tail the monopoly position presently held by the foreign 


Mlinvestors from the U.S.A. This we contend would be good 
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or our country and our people. There is no doubt but - 
hat one of the primary reasons for the huge U.S. invest- 
ent is based on the simple fact that they need our raw 
res. 

The increase in investment, as we have said has 
een spectacular. Likewise figures indicate almost a 
hreefold increase in the volume of production of Canadian 
etals in their raw form of ores and concentrates. 

But examination of the taxes paid by the industry 
how no such startling increases. In fact the following 
able will show a relatively small increase in total taxes 


aid into the public treasury by the industry: 
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1 In examining the above table there must be Kept 

2] in mind a few very pertinent facts. 

3 Firstly, the percentage rate of taxation (calcula- 
4| ted on the basis of "Income Tax Declared" as a percentage 
S| of “Current Year Profit") has fluctuated rather widely 

6| during the years set out. On the whole it has hovered 

7\| around the 40% figure in the later years. Secondly, 

8|| there has been a wide variation in the number of com- 

9|| panies reporting. 


10 What at first glance does not seem to jibe how- 


11| ever is the fact that as between let us say 1949 and 

12|| 1960 there are some 14 more companies reporting, the in- 
13|| crease in "Current Year Profit" is less than $5,000,000 
14| and the increase + "Ineome Tax Declared" is slightly 
15|| more than $13,000,000. This on a superficial basis, 

16|, might lead one to believe aat everything we have ’said 
17|| up to this point with regard to increased production, 
18) preferential taxation etc. is basically incorrect. 

19 However, let us cite certain other facts for the 
20|| Commission, In the year 1955 five corporate and in- 

21|| tegrated giants in the metal mining field in Canada 


22|| (International Nickel, Consolidated Mining and Smelting, 


23 Falconbridge, Noranda and Hudson Bay Mining and Smelting) 


24|| show an aggregate net earning of $326,539,313 after the 
25|| deduction of costs but before taxes were paid. Taxes 

26|| paid for the year by the same five companies iu/apeeeeeee 
27|| amount to $81,656,597. For the year the "Big Five" (as 

278 || we shall call them) showed a rather handsome aggregate 


99 net profit after taxes of $168, 986,478. 


30 The year 1959 shows Net Earning for the "Big Five" 
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of $274,222,986. Aggregate taxes amounted to $81,174,257. 
Net profit in the aggregate is $131,646,759. (All 

| figures compiled from Financial Post Survey of Mines.) 
The figures for other years, we beileve would 

| show the s7 ie general situation obtaining for the "Big 

| Five". 

What is obvious here is that in compiling "Current 
| Year Profit" the companies are allowed enormous con- 

| cessions in calculating their taxes. We do not make 

l claim to being sufficiently expert in the field of cal- 

| culating these taxes to be able to inform the Commission 
| on the intricacies involved, but we respectfully submit 

| that it would be an area worthy of detailed study by the 
| Commission. 

We presume, without having access to the details 
(and hence are subject to correction) that the depletion 
allowances and the other preferential concessions granted 
| the metal mining industry explain the above apparent 
discrepancy wherein five companies show in the two years 
cited net earnings two-and-one-half (23) or more times 
as great as Current Year Profits show for the same years 
for all companies in the Department of National Revenue 
official publication "Taxation Statistics" and indeed 
show a total of taxes paid far in excess of "Income Tax 
Declared" in each case in the same publication. 

Be that as it may, the rise in employment in the 
mining industry has been less tran spectacular. With 
1949 as a base year of 100 this index of employment rose 
between 1953 and 1961 by 19.9 points ... from 112 to 131.9 


There is no doubt that the people of Canada are 
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receiving short shrift in the development of the metal 
mining industry. Policies that allow the one-sided 
development of the industry and that encourage the 
wholesale digging up and shipping out of the country of 
our mineral resources in their raw form is in essence 
anti-Canadian. Surely the national interest requires a 
revamping of the taxation laws that not only permits 
this development but encourages it to the detriment of 
Canadian investment, Canadian jobs, and Canadian sales of 
primary processed (ingot form) metals, not to speak of 
manufactured articles in the world's markets. 

We see no reason for the continuance of this situa- 
tion and we most strongly urge upon the Commission meas- 
ures designed to rescue our metal mining industry from 
the control of those who are now exploiting it for the 
benefit of themselves and * .e detriment of Canada. 

In case there is question as to the validity of 
the above statement, we quote as an authority Mr. Eric 
J. Kierans, President of the Montreal & Canadian Stock 
Exchange, from a paper read by him at a meeting of the 
Canadian Political Science Association in the City of 
Quebec: 

"The purpose of investment in subsidiaries is not 


simply to earn a return (profit) on the equity (invest- 


ment) but also to control markets for the export of parts, 
components and raw material concentrates by the parent 


company ..:. dividends may be the least important pay- 
back ..." says Mr. Kierans in his frank statement. 
We state emphatically that it is past high time 


a decisive stand was taken on this score and respectfully 
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ANGUS. STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 


suggest to the Commission that in the revamping of our 
taxation system to encourage the investment of Canadian 


capital in the primary and secondary processing of the 


metals industry as well as the curbing of the factasti- 


cally rapid rate of exploitation of our mineral resources 


in their raw form by foreign capital is a good place to 
begin. 

While our mineral resources are tremendous and 
perhaps not fully known as yet, they are by no means 
limitless. Once used, they are permanently gone. A 
corollary of this foreign control is of course the deli- 
berate holding back of development as in the north. 

The conservation of these resources and a planned 


development of them to bring a maximum of benefit to the 


people who inhabit this land, we suggest is a most desir- 


able end. We believe the warning is timely and that a 
continuation of the uncontrolled exploitation of our 


mineral resources will eventually bring the bleak pros- 


} 
\ 


pect of seriously depleted supplies. 

On this point our Union has been specific on 
many occasions having repeatedly discussed the question 
in Conventions as well as in various local union and 
executive sessions. We quote from the Officers' Report 
adopted at the last Convention of the Union in Edmonton 
in Séptember 1961: 

" ...the main thing is that the economy has been 
developed in a lopsided way; the concentration has been 
on our rich natural resources, developed under the im- 
pulse of foreign capital and for the use and profit of 


industry outside of Canada; most of our raw materials 
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ANGUS, STONEHOUSE & CO. LTD. 
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are exported to the United States, for industrial pro- 
cessing manufacture there, at the expense of Canadian 
industrial development and carrying with them hundreds 
of thousands of jobs which should go to Canadian workers.” 

As long ago as 1955 at the Convention where Canadian 
autonomy was projected and established by the membership 
of our Union, the report of the Convention stated: 

"... if production and employment in metal mining 
are rising, this is under the stimulus of, not of Canadian 
capital, but of U.S. capital which is being poured into 
our country ... the bulk of this production both new and 
old is exported, most of it to the United States for in- 
dustrial use there ... Canadian natural resources are thus 
not being used as the basis for building up Canadian in- 
dustry but are being shipped for industrial manufacture 
in another country that is <xploiting us ..." Page 47, 
Report to The Canadian Constituent Convention ... Ross- 
land, BuG.n2956. 

To sum up on this section of our submission, we 
state that the pattern of investment in the metal mining 
industry, encouraged by the taxation system of Ceduna is 
an undesirable one from the point of view of the national 
interests of Canada. There are four distinctly undesir- 
able trends in the situation that we believe require 


correction: 


1. The taxation system has encouraged Soreine 
and particularly U.S. investment to the point that the 
development and production policies, processing policies 
and sales policies affecting our metals production is 


determined not in Canada but in another country.. 
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2. The taxation system has discouraged the develop- 
ment of both primary and secondary processing plants in 
ICanada thus severely limiting a full development of our 
economy. a 

3. The taxation system has encouraged the unplanned 
jand mealies exploitation of irreplaceable mineral re- 


lsources in the interests of the economy and profits of 


4. The spectacular increases in production and 


productive capacity of the metals industry in Canada has 


11) 


| 


12||not brought about any commensurate development of job 


13] opportunities for Canadian workers. 


Before making our proposals to the Commission, we 
}will turn to a more detailed examination of the various 

special and preferential features of the taxation system 
17|| that have assisted in bringing about this situation. 
18|| There are a number of these features: 


19 1. THREE YEAR EXEMPTION FROM INCOME TAXES 


20 The most significant item of preferential treat- 


21|| ment in the Income Tax Act with regard to the metal min- 
ing industry is Section 83 (5) which permits three clear 
years of production for profit in which total exemption 
of income tames is made. The timing of this period of 
tax moratorium is in the hands of the company concerned. 
The only stipulation being that the three years must be 
in one period and will date from what the company con- 
siders to be "production in reasonable commercial quanti- 


ties." This, of course, is generally interpreted to be 


maximum production. 
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We know of no other industry or enterprise that. 
received this preferential treatment. The argument that 
there is required some recognition of the "risks" in- 
volved in the development of a mine, may still carry 
some validity for the small independent mine operator 
who, without benefit of all the modern methods of deter- 
mining the physical features, extent and grade of under- 
ground ore bodies, and who may tackle the development of 
the mine without prior knowledge of many of the features 
of the development of a successful mine. We maintain, 
however, that it is stretching credibility more than a 
little to apply this yard stick to the huge modern cor- 
porations that have almost precise knowledge of the ore 
body, costs of development etc. before they begin the 
development of the property. Clearly under these last 
named conditions the questi 2 of "risk" is about the 
same as that of a real estate dealer who builds apartment 
houses for rent. 

If the argument supporting this preferential 


treatment under the tax system is that of incentive for 


jthe investor, then certainly we agree that in this it 


has been eminently successful as one of a series of 


"incentives" that brought about the spectacular increases 
in investment mentioned earlier. But we believe this to 
be a concession that in the main goes towards the enrich- 
ment of corporations and shareholders who do not even 
live in Canada. And_there is great doubt as to whether 
this concession has really brought big investments into 


the country as its supporters claim. 


2. CAPITAL COST ALLOWANCES (DEPRECIATION) 
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In general depreciation allowances (capital cost 
allowances) for industry under the Income Tax Act amounts 
to 20% on equipment and from 5% to 10% on buildings. 
However for mine buildings, machinery and equipment, the 
allowance is 30%. For underground shafts and haulage 
ways the rate is 100% with the total cost being written 
off. Taken together these exceptional allowances permit 
the write-off of investment at a very rapid rate. Theo- 
Lbepeinanae these allowances are recoverable on disposal 
of the property but since the disposal of assets in the 
event of a mine shut down are almost without exception 
on a salvage basis, there is practically no recovery 
from such transactions. In addition no one has as yet 
discovered the practical means of "disposing of under- 
ground shafts or haulageways". More important for the 
really large mining concerns whose life expectancy runs 
into decades, the depreciation allowances serve simply 
as a means of fattening the profit side of the ledger at 
the expense of justifiable tax payments that somebody 
else has to pay. 

We believe that we are on firm ground when we 
assert that these ene under our taxation system 
are more generous than those of any other country. 

3. DEPLETION ALLOWANCES 

These are particularly generous allowances and 
are peculiar to this industry and the petroleum industry. 
in all mining enterprises, except gold, and the non- 
bedded metallic deposits, the allowance is one-third of 
profits for the given year and for gold more generously 


it 4s 40% or $4.00 per ounce of gold produced which ever 
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be the greater. Non-bedded metallic deposits receive 

no such concession. 

This is the only place as far as we can discover 
where the taxation system makes recognition of the fact 
that our mineral resources are a wasting and irreplace- 
able asset and strangely enough this recognition is not 
extended to the point that the resources are a natural 
phenomena of nature from which the entire nation should 
vrosper but only to the rather doubtful point of fatten- 
ing the profit side of the ledger for corporations or 
private shareholders. Here again the non-payment of tax 
under these orovisions simply means a special and very 
(for the corporation or individual shareholder) valuable 


concession in taxes that somebody else has to make up 


| for in the general scheme ©: essential taxation. 


There is some argume.:t as to whether or not the 
Canadian system of depletion allowance calculation, based 
on the net profit is more or less generous to the corpor- 
ation than the U.S. system which is based on the calcula- 
tion at a lower rate but on the gross profit. To put it 
mildly, as far as we are concerned, the granting of such 
an allowance on resources that are the birth right of 
the Canadian people for the purpose of private enrichment 
is repugnant in the extreme and we propose a re-vamping 
of the system to eliminate such allowances for foreign 
investors. 3 

4. SHAREHOLDERS ALLOWANCES 

A special allowance is granted the recipient of 


dividends from mining shares. This applies to shareholder 


of a company whose income is more than 25% derived from 
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mineral production in Canada and amounts to from 10% to 


2] 20% of the income from the dividends. Again we know of 


3 


4 


5 


6 


no other country that allows such generous treatment and 
after examining ali the various special allowances 
granted the mining companies, we can only assert that 
this is the reverse of the proposition of “taxation on 
taxation." This is an "allowance on an allowance” and 
to permit the individual to escape from payment of taxes 


that are already reduced by virtue of special concessions 


| to the corporation is unnecessarily preferential. 


5. PRE-PRODUCTION COSTS ALLOWANCES 

Regulations under the Act permit the writing off 
of pre-production costs at a rate not to exceed 25% per 
year. 

The writing off of these expenses is augmented 
by a further provision that permits the deduction of 
exploration and development costs. This is a special 
form of deduction on costs that ordinarily would be con- 
sidered to be capital in nature. These may be deducted 
in the year in which the costs were incurred or should 
there be a situation where the property is not brought 
into actual production or for one reason or another these 
costs exceed the income of the property, they may be 
either deferred or as another alternative deducted from 
the total income of the corporation from all sources. 

Once again it must be pointed out that the extreme 
manoeuvre ability of these deductions is a very great 
assistance to the large or monopoly corporations whose 
exploration costs are in fact subsidized by the general 


taxpayer who is not permitted such very great leeway in 
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1] the calculation of taxes. 
2 6. Other favourable concessions exercised under 
3] the taxation system as applied to metal mining are allow- 


4] ances for provincial taxes where these apply; the exemp- 


wr 


tion of certain goods from consumption or sales tax under 
6] the Canadian Excise Tax Act and the exemption of primary 

7 metals produced in Canada whether exported or consumed 

8|| domestically from this tax and finally, the exclusion of 

9| many articles of mining machinery and equipment from 

10|| custom duties. 

ii From the foregoing it can quickly be established 

12 that the metal mining industry, as we stated at the out- 
13 set, is a favoured industry, enjoying taxation concessions 
14) that are vastly iueraueind at in nature. 

15 Such favouritism for this mainly U.S. owned and 

16|| controlled industry we reg ‘d as unjustified. We reject 
17|| the argument that the policies involved are in fact 

18|| assisting this country in the development of the industry. 
19|| On the contrary we contend that the taxation policies 

20| presently in effect assist in the wholesale and rapid 

21) fire mining out of irreplaceable mineral resources. 


22 Back in 1954 Mr. James Muir, then President of the 


23) Royal Bank of Canada said: "It appears that American 
24|| capital is going to own Canada. We are getting into the 
25|| position where, very definitely in the economic bits 
26) we are becoming an American satellite. I object to 
27 || Canada's being regarded as either an economic or poli- 
28 || tical annex of the United States ... my fear at the mo- 
29|iment is that the Government by its inaction is selling 
30 || Canada into economic bondage." 
| 
| 3 
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To which, nine years later we believe fervent 
"amens” are in order to these prophetic words. We can 
only recommend with all the emphasis at our command that 
the words now be heeded, and that vigorous and realistic 
measures bi advanced to reverse this still developing 


trend. 


PROPOSALS RE TAXATION POLICIES ON THE METAL MINING INDU 


1. Capital Gains 


We propose that there should be a capital gains 
tax applied in this industry. This we believe should be 
applied so that there can be no question that huge amounts 
of wealth that have accumulated in the form of capital 
development and plant as well as undistributed profits 
escaping taxation. 
2. Depletion Allowances fee 

We propose that this allowance be made only in 
those cases where the production of metals has proceeded 
at least to the primary or ingot stage within the bound- 
aries of Canada. In the event of the shipment of ores 
and concentrates outside the boundaries of Canada for 
primary and secondary processing we propose that the 
deduction of depletion allowances not be permitted. 
| 3. Government Sponsored Custom Process Plants 

In cases where the foreign and monopoly domination 
of our mineral resources created a situation where deve)- 
opment is being held back we propose the erection of 
custom smelting and refining plants by the Government or 
by the investment of Canadian capital in these plants with 


adequate tax incentives. 
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TAX RELIEF FOR WAGE EARNERS IN THE METAL MINING INDUSTRY 


We have dealt at length with the special problems 
facing the men and their families who are employed in the 
far northern reaches of this country. 

There are other svecialized features of the mining 
industry that bear heavily against the economic well being 
of men in the industry and their families. In practically 
all cases mining towns are one industry towns, often off 
the beaten track. Reali estate values, and in particular 
homes are valuable only as long as a given ore body con- 
tinues and the industry continues operation. There are 
ail too many instances of men who have found themselves 
facing the loss of a lifetime of hard work and saving 
invested in homes which suddenly become valueless when 


"shost town", 


the mining town becomes a 
On numerous occasion we have projected before 
Government spokesmen the proposal that in view of the 
special considerations given the mining corporations in 
the form of three year tax exemptions that this considera- 
tion should be extended to the worker who "risks" his 
savings and "invests" his work in establishing a home. 
We have vroposed that taxation on both wages and invest- 
ments in homes should be given the same three year exemp- 
tion as the industry receives. Despite the obvious justic 
of this proposal and even "sympathy" from Govertient 
spokesmen, nothing has been done to put it into effect. 


This is a particularized form of taxation relief 


that we suomit is entirely practicable and surely if the 


29|Government can forego the taxes accruing from a new mine 


30 


development for three years, then certainly they can 
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1] forego taxes from workers whose future is as “risky" as 
2|| the industry and who is investing not only dollars and 
3] cents, but his life, in the community. 


4 In relation to the need for tax relief among wage 


wm 


earners, may we say that we have studied the submission 


6| of the United Electrical, Radio and Machine Workers and 


ay 


in general subscribe to the position advanced by them. 


(os) 


We do not here intend to recite a repetitious statement 

9] with regard to the general need for tax relief for wage 
10) earners. The need, we submit, is quite evident. 

11 Every convention of our Union in Canada has 

12| passed resolutions supporting the idea and demand for tax 
13 relief for the wage earners. Our most recent convention 
14| in 1961 in September in Edmonton called for additional 

15|| exemptions to the amount of $2,000 for wives and $500 for 
16) children. This takes into account only the income tax, 
17|| and does not take into account the pyramiding of a multi- 
18|| plicity of taxes both hidden and unhidden with which the 
19|| wage earner has to contend. Certainly we ca..' fina no 

20|| evidence of "preferential" treatment at this level. We 
21|| believe that the brief oresented by the United Electrical 
22| Workers Union quite ably supports the case for ending 

23|| discriminatory taxation practives against wage earners. 


24| REGULATIONS ON PENSION VESTING 


25 We respectfully draw to the attention of the 

26| Commission the history and practice around this regulation. 
27|| In essence what the regulation says is that in the event 

28 || that a company putting money into a pension fund claims 

29; income tax exemptions for monies so allotted, then there 


30) must be vested in the participant, after 20 years' service 
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1] and age 50, an interest that cannot be withdrawn or with- 
2|| held regardiess of the circumstances of his or her leaving 
3|| the employ of the company before pension age. 

4 This we regard as an absolutely correct principle 
5) and a minimum requirement, because failure to apply the 

6| regulation simply means that the company in question is 

7| setting up pension funds from public funds by claiming 

8] tax exemptions. 

9 It first came to the attention of the Union in 1954 
10| that this regulation existed and that it was not in fact 
11) being applied in the case of some companies with whom we 
12|| had bargaining relations and who had pension funds. The 
13|| remarkable thing about this is that in spite of repeated 
14] efforts by the Union to have the regulation applied 

15|| through governmental action <ince that time we have not 
16|| been successful. In fact += one juncture in 1959 we dis- 
17|| covered to our dismay that the government of the day had 
18 failed to print the regulation in a new handbook of regu- 
‘a lations. We urge upon the Commission a careful study of 
20 | this matter and a strong recommendation that the provi- 
21|| sions of the regulation be applied. | 


22 In Ontario the introduction of the new pension 


23|| legislation may seem to have beclouded the issue to some 


degree but one salient point remains clear: in a wide 
number of cases huge trust funds set up to cover pension 
| : 
| 


| benefits have been set up with a large portion of public 


27|| funds. In some cases these trust funds are now being 
281| "frozen" and new plans introduced. We believe that it is 
29||a betrayal of the public interest that these funds should 


30) now, having escaped the vesting provisions remain for 
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l/private administration by the boards of trustees set up 


3 


4 
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Commission that there be a recommendation for governmental 
assurances that these funds in trust will now vest in the 


participants for whom they were established. 


CONCLUSIONS 
This, Gentlemen, concludes our submission. We 
have attempted, and let us say with all modesty that we 


are not and do not profess to be experts in the wide and 


complex field of taxation, to lay before you in a critical 


ANGUS, STONEHOUSE & CO. LTD. 
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2iby the corporations. We respectfully propose to the 
| 
i 


and straightforward manner the collective thinking of our 
organization on matters regarding taxation policy and 
practice. 

We cannot emphasize too strongly that in our view 
the preferential treatment accorded the industry with 
which we are associated has gone beyond the bounds of 
sensible economic planning and we urge that the Commission 
utilize its unique position to recommend policies and 
programs more in line with the national needs of our 
people and country, and a lessening of the grip of foreign 
investment in our metal industry. 

We believe we can close on the note sounded in the 
poem by Rudyard Kipling, "Daughter of the Snows", when he 
wrote of Canada: "Daughter I am in my Mother's house 

But Mistress in my own." | 

We thank the Commission for the opportunity to 
have made this presentation and again we commend it for 
its choice of site. 

All of which is Respectfully Submitted, 
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PRESENTATION TO ROYAL COMMISSION ON TAXATION 


whose function it is to assist businesses ana 


ra) 


is assisted by the Council of the Municipal 


.= 
u 


District of Yellowknife with a view to improving 


business and living conditions in the north. 


we wili demonstrate: 
(a) That incentives for business and individuals 
in the form of tax concessions such as increased 
exemptions for income tax purposes for both 
individuals and businesses are just as necessary 
for a healthy business climate in the north as 
are the incentives provided by the Federal Govern- 
ment to induce its servants to share in the 
development of the north: 

(ob) that business in the north has a strong 
case for relief from the impact of the manufact- 
urers! sales tax and that those few businesean 
in the north now collecting this tax should be 


exempted from this duty: 
(c) that a tax exemption period of the same 
number of years as that which applies to the mines 


would stimulate a number of secondary industries, 
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(c) and aid in setting up new economic horizons 
for northern residents: 

(d) that as a further inducement for families 
to keep children in high schools and on the road to 
higher education (be this academic or vocational), 
dependent exemptions should be increased to include 
dependents attending school even though the age 
limit used by the tax division arbitrarily has 
been passed. 
asa The series of schedules which form a part 
of this submission were calculated from the 
Personnel Manual geveas Department of Northern 
Affairs, pages 102-1 to 102-28, authorized by 
T.B. 535000 of June 20th, 1958, as amended. They 
are not submitted to prove that the government 
employee ne the north is necessarily overpaid, but 
they ARE submitted to demonstrate that at least 
one department of government recognizes officially 
that it is more expensive to live in the north 
than it is to live in the “outside” --- and to 
most northerners "outside" means almost anywhere 
south of the 60th parallel, although there are 
settlements well inside that arbitrary boundary 
in which government employees are deemed to qualify 
for the isolation, food, supplementary and fuel 
and utilities allowances. We feel that in such — 

places non-civil servants in these communities should 
also be permitted extra income tax exemptions. 
4, The extra income tax exemptions are mentioned 


simply because this appears to be one field which 
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4, relief is in the gift of the senior government, 
though there are also others which will be 

mentioned later. Equalization of treatment as 
between a government employee and a private 
individual could not be realized by the payment of 
subsidies or such allowances to northerners. The 
commission will, we hope, agree that payment of 

such subsidies would create impossible situations. 
es Scale of the exemptions should be doubled for 
residents of Yellowknife, for example, where as is 
illustrated at the bottom of Schedule 1 the "other 
citizen" winds up with a comparative purchasing 
power with his brother in Edmonton of 59% --- 

and at the same time the Edmonton resident is 
privileged to enjoy such modern amenities as television 
a Trans-Canada Highway, a subsidized rail line, 
subsidized dairy products and lighter clothing. 

6. While these calculations are made for 
Yellowknife on the basis outlined above, non-civil 
servant residents of other even more isolated 
communities face even greater iniquities as compared 
to the government employee. 
fe Such tax relief incentives, by freeing business 
operators and eter employees from much of the 
burden of taxation, would enable businesses to cut. 
expenses and thus lower living costs, and by freeing 
customers from the same burden, would increase the 
supply of money available for the purchase of goods. 
8. Very considerable concern has been expressed 


in the north recently on the imposition of the sales 
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8. tax of 11% on the manufacturer's price for 
bneity material. This extra impost almost 

halted the construction of five new houses this 

year in Yellowknife, which are being built on 

Giant Yellowknife Mines for employees who will 

live in town. Three thousand dollars was added 

to the total cost for these houses, and it has 

been stated if the company had known of the extra 
cost, the housing programme would have bean 
abandoned for this year. However, orders had been 
forwarded and the contract awarded for the work 
which was then permitted to proceed. 

9. This tax on building materials was one which 
drew immediate public attention here where con- 
struction costs are high in any case. The writer 
obtained plans of an Edmonton house which had been 
purchased there for $15,000 on a landscaped lot with 
a semi-finished basement. Lowest price for this 
house given in Yellowknife was $20,500 with an 
unfinished basement and the lot supplied by the 

home owner, 

Eu, So far as is known there are only two firms in th 
N.W.T. now collecting and paying manufacturer's 
Sales tax, the local Coca Cola plant and the local 
newspaper's job printing department, but distributors, 
wholesalers and retailers buying from "outside" 
manufacturers pay this 11% as does anyone else in 
the same business in Canada anywhere. 

he A We contend that in view of Canadats growing 


interest in the deve lopment of the north --- 
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11. and in view of the high costs involved by the 
north's isolation --- its severe winters - firms 
doing business north of the 60th parallel, or in 
similar situations "outside", should be exempted 
from payment of this tax. Creation of an exemption 
along geographical lines should be no more difficult 
than exemptions for specific industries such as 

are now in effect (e.g. hospitals and some govern- 
ment departments). The two firms who now must 
collect and remit this tax should be excused from 
this duty except for such goods as they may sell 

to the "outside". 

ae. In connection with the latter firms who must 
compete with printers and bottlers from ‘outside, 
the Commission will realize these firms must 
calculate their tax on a product which costs more 

to produce, and ‘that the imposition of 11% on this 
is a further blow to local business development. 

Sx If the north is to develop to the full extent 
of its bountiful resources, it must be obvious that 
some secondary industries should be developed. 

These should deal with processing of the products 
of the mines - of the fur industry and the fisheries - 
of the timber along the Mackenzie. The opening 

of such industries is predicated naturally on the 
hope that this industry will make a profit --- 

and the making of a profit on a new industry is 
frequently long delayed. It is submitted, there- 
fore, that secondary industries be granted a tax 


exemption period similar to that given to the mines, 
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13. to enable them to hasten the day when they may 
become firmly established, create employment and 
return dividends to investors. An example, which 
comes readily to mind is a fish processing plant --- 
or a fur garment industry. 

14, Full employment is the aim of each section of 
the economy, and coupled with this is the realization! 
that this ideal will be most difficult to achieve 
Without full education. The people of Yellowknife 
feel that income tax concession made to parents to 
keep their children in school would present an 
admittedly partial et an to the unemployment 
problem. Opportunities for high school in both 
academic and vocational streams are supplied in 

the north, but, alas, there is still the problem 

of the drop-out. To some extent this could be 
overcome among those groups of people in the north 
who pay income taxes, if children attending school 
could remain longer on the list as “exemptions”, — 
tse There are scores of cliches uttered by the 
politicians and echoed in the press on the "New 
Frontier" on Canada's place in the north -- and 
how she should develop and encourage her people to 
live here and "unlock this vast teasure house". 
Idealistically this sounds wonderful. However, 
there is one factor which will do more to ensure 
northern development than any other --- and that 

is a monetary reward. The government, without 
direct subsidization, can make the earning of that 


reward much more simple and the north that much more 
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15. simple and the north that much more easily 
developed by a few tax exemptions, the cost of 
which will be more than compensated for in increased 


gross national production. 
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Schedule 1 


COMPARISON OF INCOME TAXES AND NET PURCHASING 


POWER OF YELLOWKNIFE RESIDENT TO EDMONTON RESIDENT. 


(RESIDENT IS MARRIED WITH TWO DEPENDENTS UNDER 16 


YEARS OF AGE 


Edmonton 


Salary - average (per 


Schedule 2) 4, 750-.00 


Northern Allowance 


Extra salary normally paid 
to northern employees to 
offset high cost of living, 
but not shown separately. 


Housing subsidy (Schedule 2) 


Hypothetical gross income 4,750.00 
Less non-taxable "subsidy" 

Income for tax purposes 4750.00 
Personal exemptions 2,600.00 
Taxable income 2,150.00 
Taxes there-on 320.00 


Yellowknife 
Civil Other 
Servant Citizen 
4,750.00 4,750.00 
1,460.00 
1,460.00 

1,593.00 
7,803.00 . 6,210.08 

1,593.00 
6,210.00 6,210.00 
2,600.00 2,600.00 
3,610.00 3,610.00 
644,20 644,20 
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TORONTO. ONTARIO 


SCHEDULE 1 Contd... 


Extra cost of living 
as paid and subsidized 
by Federal Government 
Northern Allowance 


Housing subsidy 


Extra Income Taxes 


Net purchasing power 


Percentages comparing 
purchasing powers 


Percentages of taxes 
to purchasing power 


CALCULATION OF PURCHASING 
ADJUSTMENTS FOR HIGHER COST OF LIVING AND EXTRA TAXES 


Edmonton 


4,750.00 


4,750.00 


Yellowknife 
Civil Other 
Servant Citizen 
7,803.00 5,210-06 
1,460.00 1,460.00 
1,593.00 1,593.00 

324.20 324.20 
a5 reeU 3.350 wee 
4,425.80  2,832,80 
93.2% 59.6% 
14.6% 22.7% 
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Schedule 2 
CALCULATION OF SUBSIDY GRANTED BY FEDERAL GOVERNMENT 
TO CIVIL SERVANTS Inc In 
INGOMES AVRRASS 

Basic Salaries - say. 4,000.00 500.00 3,900.00 54,500.00 4,750.00 
Rentals charged by Federal 

Government to a maximum 

of 20% of basic salary 600,00 900,00 1,000.00 1,100.00 
Utilities charged by Federal 

Government minimum of 5% of 

basic salary to a maxinun 

of 250,00, 200. 225.00 250,00 

Rent paid to 

by loyees 

provided with living 

quarters in Yellowimife 1,000.00 1,125.00 1,250,090 1,390,00 
Cost of equivalent housing 

in Yellowknife for married 

gons not so subsidised 
(Schedule 3) 277200 2,77%.00 2,77h,00 2,77%,09 


Subsidy granted tax free 1,774.00 1,649.00 1,524.00 1,424.00 1,593 .00 
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Schedule ce 


CALCULATION OF COST OF MAINTAINING YELLOWKNIFE 


DWELLING EQUIVALENT TO HOUSING PROVIDED CIVIL SERVANTS 


To rent equivalent home furnished in 
Yellowknife prior to utilities 


charges 12 months @ 150.00 1,800.00 
Water 12 months @ 9.20 110.00 
Lights 12 months @ 20.00 240.00 
Hot water | 12 months @ 7.00 84.00 
Heating 12 months @ 45.00 540.00 
Total cost of housing 2,774.00 
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Schedule 4 


SUMMARY OF CONCESSIONS MADE TO GOVERNMENT EMPLOYEES 


LIVING IN YELLOWKNIFE, N.W.T. TO OFFSET HIGHER COST OF 


LIVING 


Northern Allowance, including 
isolation, food and supplemen- 
tary allowance, paid to 
employee and taxable 


Housing subsidy granted to 
Federal Government employee 
in Yellowknife (Schedule 2) 


Tax saving on housing subsidy 
(Taxable income (Schedule 1) 


Housing subsidy - if taxable 
would be taxed as follows:- 


on first 390.00 at 19% 
on remaining 1,203.00 at 22% 
1,593.00 


Average extra allowance given 

to Government employees living 
in Yellowknife, to allow them 
the same standard of living as 
is enjoyed by other Canadians 

in non-isolated, or average cost 
of living areas 


Other allowances granted include 
transportation on holidays 


For a family of four: 


3 return tickets to 
Edmonton by air 


Paid by employee 


3,610.00 


74.00 
265.00 


336.00 
85.00 


1,460.00 


1,593.00 


339.90 


3,392.00 
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Schedule 5 


INCOME EARNED BY AN UNMARRIED FEDERAL GOVERNMENT 


EMPLOYEE TO OFFSET EXTRA COST OF LIVING IN YELLOWKNIFE 


Minimum amounts paid to 
single employees includ- 
ing isolation, food, fuel 


and supplementary allowances 1,098.00 


or: they receive a tax free 
"subsidy" as follows:- 


Paid allowances (Taxable) 696.00 
Non-taxable "subsidy" 
Food provided to a 
maximum of 135.00/month 1,620.00 
Room provided valued at 
approx. 40.00/month 480.00 


2,100.00 


Deduct cost to employee 


77.00 per month or 
Maximum "subsidy" 1,176.00 


Tax saving on non-taxable 
"subsidy" estimated at 


approximately 20% Oe 235.00 


2,107.00 


Total maximum subsidy 
granted single employee 
working for Government 
in Yellowknife to compensate 
for higher cost of living | 2.107.008 
Extra taxes on minimum allowances 
pased on earnings of 4,000.00 
would be say 20% of 1,098.00, or: 220.00 


ANGUS, STONEHOUSE & CO. LTO. 
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DRS, CASE & POWELL 


- Yellowknife, 
3 N.W.T. 
4 | June 12, 1963 


The Royal Commission on Taxation, 
5! ottawa » Ontario. 


| 


6| Dear Sirs: 


7 I note that you are considering holding sittings 
in Yellowknife and other places in the N.W.T. and I would 
8 like to urge you to do so. I feel quite strongly that 

tax incentives are essential to the opening of the N.W.T. 
and other northern areas by private citizena and companies 
9ito help offset the very high costs of living and working 
in these areas. 


I would like to draw your attention to the 
41|/Crown's subsidies to civil servants in the north. I would 
suggest that tax incentives in lieu of these subsidies 
would put private citizens and civil servants on a more 
equal basis. : 


13 For instance note that civil servants receive the 
following: 


(1) Northern Allowance which I believe is 
taxed of $1000+. 


5 

(2) Housing subsidies untaxed of $3000+. 
16 I calculate this as follows:- 

a) The Crown rents ita employees a 
17 furnished, heated, maintained, ser- 
viced housing unit for $1000+ per 

18 annum. 
19 (bo) To provide myself with an equivalent 


housing unit, equivalent services and 
furnishings has cost me $4000+ per 


"34 (c) My experience is reasonably typical of 
those few private citizens able to 
afford a housing unit equivalent to 


23 erown housing. 

23 (a4) The difference is $3000 per annum in 
untaxed subsidy. i.e. After paying 

24 tax at even 25% a private citizen 
would have to earn $4000 more than a 

25 civil servant doing the same work to 

- afford equivalent housing. 
26 (3) Transportation allowances which are again 
not taxed for. 

27 (a) Moving in and out of the north. 

28 (>) Return trips to outside points 
(dncluding family) at regular intervals 

29 for leave or holiday. 

3 (ce) Return trips to outside points in case 
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The Royal Commission on Taxation, 
June 12, 1963. 


of sickness not capable of being 
handled in the north (family included). 


I would estimate total transportation allowances 


at $450 per civil servant per annum as a minimum. 
| 


A private citizen paying income tax at a rate 
of 25% would have to make $600 to provide himself with the 
equivalent in necessary transportation. 


The Government of Canada apparently considers 
these enormous subsidies necessary to attract civil 
servants to the north and keep them here for a reasonable 
length of time in adequate physical and mental health. 
These subsidies are above and on top of the regular 
salaries of the various civil servants. 


In short therefore, I estimate that a private 
citizen paying income tax at 25% would have to earn 
$5600 more per annum than a civil servant doing equivalent 
work to live as well as the civil servant. 


I submit to you, sirs, that my estimates and 
calculations are correct and valid for this area and that 


|; the difference becomes larger as you go further north or 


the income tax rate rises. 


I further suggest to you, sirs, that the Govern- 
ment of Canada should seek ways of supplying all northern 
citizens with equivalent advantages. The present policy 
has created two groups of Northerners; the "haves" (civil 


| servants) and the "have nots" (the great majority of the 


rest). 


I submit to you that the provision of an 
appropriately large measure of tax relief to all northern- 
ers is the only possible method of providing economic 
equality to all citizens of the north. This would, of 
course, be followed by the elimination of various taxed 
and untaxed northern allowances received by the "have" or 
civil service group. 


I further suggest to you, sirs, that companies 
functioning in the N.W.T. face, to some extent, the same 
costs of keeping employees that the Government of Canada 
faces. Aliso companies face the very high costs of trans- 
portation, heating, electricity, and so on in the north. 
Because of these costs, I would urge you to consider 
recommending a large degree of tax relief to companies 
in this area to encourage mining and other companies to 
open the north. 


Yours sincerely, 


{eed} {3} George R.B. Case, M.D. 
sgd 2 Lloyd G. Powell, M.D. 


C.C. 1) Hon. Arthur Laing 
2) Mayor Ted Horton 
3) Mr. E. Rheaume, M.P. 
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Citizen's Committee of Norman Wells 
Brief in support of Increased Personal 
Income Tax Exemptions for Residents 

of the Northwest Territories 


3 ‘ 

4 A productive and self-sufficient Northland 
5 +s essential for a sound Canadian Economy and full 

6 economic growth of our country. 

7 Development of the North is essential for 
8 full national unity and security as well as for 

9 economic reasons. | 

10 This development is dependent upon attract- 
11 ing to the Northwest Territories both primary and 

12 secondary industries. 

13 To promote industrial expansion and 

14 Northern development certain factors must be 

15 optimized, or at very least, made considerably more 
16 favorable than at present. 

17 Of prime importance is the need to make 

18 conditions mun tant the right kind of people will 


19 be attracted to the North. If Northern industry is to 


20 orove profitable its employees must be of high 

21 calibre - of sufficient ability and qualifications to 
22 hold down comoarable positions and achieve acceptable 
23 standards in similar occupations or industries in 

24 any other areas of this country. 

25 The historic and accepted prime inducement 
26 to achieve this aim is financial reward. 

27 We respectfully submit that the burden of 
28 the necessary inducement to provide the right calibre 
29 of personnel for both government and industry in the 


30 North should not rest entirely on the shoulders of 
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industry. The government needs to assess its 
responsibilities, which in reality are the re- 
Sponsibilities of the nation as a whole, and the 
role it must be prepared to play to foster the 
full Been nine of this country Canada. 

| The noted British Philosopher, Arnold 
Toynbee, states a "golden mean" is necessary in a 
challenge-response relationship. 

The citizen's Committee of Norman Wells 
believe one small part of the government's role 
and a step toward achieving this "Golden Mean" 
for the North lies in personal income tax concessions. 

The people and industries at present in 
the North are playing their parts by working under 
adverse physical and economic conditions. 

Their efforts should be reciprocated so 
that the proper spirit of national development and 
true natiomhood may be achieved. 

Taxation should not be a deterrent to those 
pioneering Northern Development - but unfortunately, 

under existing conditions it is. 

It is an irrefutable fact that employees 
or self-employed in the North are laboring under a 
variety of socio-economic handicaps. Through tax 

concessions, the Government of Canada can ameliorate 
to some significant extent the effects of those 
handicaps. 

While, undoubtedly the peoples of the North, 
despite a high per capita rate of Government expenditure 


derive less direct personal benefit from Government 
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spending of the personal tax dollar, itis 
recognized that the principle of income taxation 
iS necessarily based on ability to pay, not on 
benefits received from the tax. 

Therefore, we resvectfully submit that 
‘the high costs of the necessities for life in the 

Northwest Territories curtails the ability of the 
peoples of that area to pay income tax. THis; *to 
the extent that of such tax on an equal basis with 
the peoples of other areas of Canada represents 

a penalty. This penalty is detrimental to the 
development of the underveloped North. 

Adding to the burden imposed by the 
higher prices which must be paid for the necessities 
are other expenses peculiar to this remote area, 

1. For their children to obtain an 
education beyond secondary school 
level, it is necessary for the 
majority of the Territories! 
families to send them a con- 
Siderable distance and board 
them out throughout the school 
year. 

The tax tables make no allowance, 
either generally or specifically 
for this situation, 
2. There are a number of persons 
employed in the North who through 
lack of housing facilities are 


required to live apart from their 
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a 


families and consequently maintain 
two residences. 7 
No recognition is given to these 
circumstances in the tax structure. 
The quantity and special types of 
clothing required to live and work 
in the North are extensive. So 
much so that they are as much an 
essential cost of work performance 
as any allowable costs of opera- 
tions recognized by the tax department 
rulings as they apply to corporations. 
Nevertheless, no exemption is 
granted to the individual on that 


score. 


While dollars cannot be put on 
hardships or privation, the peoples 
of the North do not have access yet 
to the many benefits and advantages 
enjoyed by their Southern Canadian 
Counterparts. National Parks, 
Trans-Canada Highway, subsidized 
rail lines, television and radio 
corporations, communication systems 
are-not available and do not con- 
tribute to the advancement, educat- 
ion and enjoyment of the peoples of 
Territories. Even the subsidized 
dairy products, because of high 


transportation costs, become luxuries 
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4. in the North country, and are 
practically excluded from the 
diet. 

The Citizen's Committee of Norman Wells 

therefore, asks that the Government of Canada 
consider an increased personal Exemption for 

each taxpayer resident within the Northwest 
Territories, and dependent child thereof. 

This exemption to be granted for a period 

of years during which the Territories might be 
considered to be in their pioneering, or develop- 
ment state. 

We submit that such a Rpts Speers would not 
be unique nor unconstitutional, but would bear some 
resemblance in essence to the income tax exemption 
granted coal mines during the first five years 
of operation. 

We contend that such an exemption would be 
equivalent to the exploration or development costs 
incurred by certain industries which have been 
ruled as allowable expenses for taxation purposes. 

In this way the Government would be making 
a real contribution towards the fulfilment of 
Canada's destiny as a truly great nation by giving 
relief to those who have pioneered the development 
of the North thus far, and at the same time assist- 
ing industries to attract the necessary qualified 
personnel into Northern operations. 

The Citizen's Committee of Norman Wells 


respectfully advances the recommendation that it 
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1 is a fairer principle to tax spending rather 

2 than income, and asks that the Government of 

2 Canada consider this submission in the spirit of 

4 that principle as well as in the light of what 

5 has been earlier stated herein. 

6 

7 

8 

9 

10 Signed this twenty-fourth 

11 day of June, in the year 

12 of our Lord Nineteen 

13 hundred and sixty-three. 

14 (Signed E. Monaghan 
Chairman 

15 

16 

17 

18 /mla 


ANGUS. STONEHOUSE & CO. LTO. 
TORONTO, ONTARIO 
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9 
10 Royal Commission on Taxation 
11 Bosoinsead by O/C YOG2 - 1334 Sant. 25, 1962 
12: 
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1 TAXATION IN NORTHERN ECONOMIC DEVELOPMENT 


2) Introduction 

3 In November, 1955, the then Commissioner of the 

Northwest Territories submitted a Brief to the Royal 

Commission on "Canada's Economic Prospects’ which dealt 
with the future economic development of the Territories. 


7 This Brief went into some detail in discussing factors 


gi pertaining to northern development; it also advanced a 
{ 

9| number of useful recommendations concerning the ways and 

10; means of encouraging an early expansion of the area's 


11) economy. A paragraph from this Brief will explain con- 


12|| cisely and yet rather precisely why I am appearing before 
13 | this Royal Commission on Taxation today. The paragraph 
14, reads as follows: 

| We must, however, be fully alive to the importance 
16| of our northern frontier and of the resources - many 
_ xnown and many as yet unknown - that lie within it. 
13 | It is not necessary, nor, it is submitted, is it at 
19 all desirable, for us to wait inertly for economic 

20 forces alone to set the terms and the pace of our 

21 action. Entirely in line with sound economic oro- 
: gress, a great deal can be done by national policy to 
7% hasten and extend our northward development. Ina 

24 | region as vast as the Canadian north, with problems 
25 of distance and climate, developments cannot occur 

26 with the speed they do in smaller countries or in the 


southern part of Canada. If we are going to want and 
to need the resources of our northland in ten or 


twenty years, the time to begin the work of getting 


them is now,” 3 


sts 


Dit bh nn ia 


| 
eis 


ia Ai 


Pr 


=. ~s ~»3 
- 


ra 
=: 
= 
ais ae eS nad 
=—— 4 
di a a 
= 


> 
-_ 
= 


‘pans tod: nea haa we hetrleui 


rt - ! i ie | 


three he’ wiriwonnt ‘a 


M4 eae iy" . 
084) ohand oF bak 9 aceon eaOMY Ke re 


, 


~~ 
> 


a 


Ds Sha ly ; i I} 
y bi i i} : , ‘ alos I 4 < " 
r gi a feneben ovtam whe. kha r ‘ares } i ee A) STS eee S| t fy iat 


me ‘ i " “ | ; in ”H Avera, wy \ y vi ME, ’ 
| it dewanent anuriae cy Ls aang iiaiiiaha: 2h Pas fl Tete nny en 


! ‘ 
a HD ii ; ale : . , 

nls Dist! i pheetoanessiysi Cy Mbiigibe: ‘gtiahs yh cel hited al | 1 ib iene 
iain J Pnerie ere) Oi ias y tit ME jc me Tiaee'y, ye mG MILD Ot) THERA AT) “ | Nt 


e % “a a ot Pergo Wie Cr 4 LON eine ¥ 
geese eo ‘od! GAEGS SVa peu SPikeigeent, wed Ait ary ‘q | he 
= : ia - ; 
\ 
i t Da tee a ae tie Rae Weg oF anieong ey 
i” meek ts aij . od uve ‘ i | PGRN eho A eee ” vile ele ¢ % 
yy - 
“ P 4 ? 
1 5 yee ee. ALT A, . id tle a 
. sn = #~ 
Ten ' 
4 P ‘ be shel gh dienidury i a, ae | Al ane . ; 
(gee aed Seroted vie ent ebaerAOOn eo 0) een ; AE yi 
: pact , 
gf ‘i A) i 4 7 ’ 4 nT 
aod! fede wel y edgy) Gk Ss ee ML ATUL 
t f 
y 1 
‘oh moet o% i e re ‘ : 
ia ioe cade Se Seoda eee Sh ae CLD hk teers Bah) KIEL eit | at 
tlk ‘ 
MP . 
H 4) pit ob |i i “ ‘ tial + J 
| om Pcl Ritaiet er meno Cola Oat dad SULA | es ere uh | ame | | OC 
. at's P ma et pe dhe » 
ug MOA buy sah # } ‘ ‘ : ad wi : 
. , 
rie) * 
. ' Faby : oar ee wat 
hig wid De Th. wae yk a fe r 
i 
: at a ul ae aT a 
Phiri hem bo t p . . ‘ } 
y it ty , Vth rg 0) ath "7 mes ho hades ied ay vithevt Wp Dy i if d 4 f ‘1 i t 
sae ebsrginnt ot d | } 
) : 
mn { P | Pity aes a cf mo we 
Mh i ft ones “ore? t net Bsns! arp (bat ree onye. vith) win eg? ern pit : ei aa i 
oi sh Soh hee beh SI oa ‘Ay : 
. . 
a i 
n 7 = 1 Beers pS i n? as 
a): (+) ene Nate ene. LER OS GeO, “hk bh he ee oy 
j , © Emile by De ETNA, i 
hi ' 1 het 
oi . if 
ehh id f { +} | Pyisy'el si yi a, lp F " | “ii ? Wye Ap! ty Cc P aa D eet hi - ot 
U + dace <w% vs med Delt, r pe eee ‘a ex a 4 ’ 
i: i 
io i ' : ; 4 e'* we vg reyes! } eb. ‘" ‘ ‘ 
. me copa ct a ut edd, PRC CR ee. : 
Berk, PORT RREA CW Ol eas yee eae hs ye Cae i 
- . 
Ez ‘ , “ h 
. bal eee Po Tt ee tbat adh! cen erates |e? A A a) Mh ve 
ei i ecdt I6i3 dt ar i aah: mae | y es hyper a tar ’ } ell 
’ o 
Pi appre oe MeL emote He iv eyarhauteamta tee tsi MY, tut ye tk Tae) BOR eal ei La u 
42 Wn 3 a he il os detente iia: Ralhitel be gel HP RF Be ’ ve 
f » , ey yor oy re ~ , , pose ay ab GA ’ rn 7 
* a) ; ' : : al » eee & t 7 . J a iy 
corn to tqpeton e4s Heese tse F4) ples mh ROU) Ae 
her ? Dine Sheet Smithy OVS? eee, bate fi or 
4 : ij FRG ie ea. | a DRY wae eS & Z J 
aig ""% ¢ tt re ee] oO ‘Rj Oi; ere 5 4) irae 4 . A 


wv 


— 
r | 


& 


wis 1H) weds ieianre Ha Lay Leteree does et 


” 
2» 


> 
> | 
“ 
_ 
» . 
< 
OS a re ee 


Fee Cae 
4 = 
7 8 


Dearaaleti DAES NEL ws af oY: avon ey daide,  VOMase cae 


mt ebons? te eReee isa RR Pom tee meee? omnes 


. 


__ SRR : 


* mm ue , te * Ay eit « “ i Sty Ale 
_wivotagtonancoes opstpcs ar Nalee aid to emp do ay : 
‘ in & ® 
pil eae lls ee ee 
ut / a i Hii ‘ ; 


Ty 
wh i i 
Te aie | H Wud 


-= 
ys oe 


bh { F A \s t J ¢) Ney Hy 
; ; : F ah he) ea 
| th ? bi! i) Ff P iy in | } { iy all sik 
ny” Pahl |i sm i A } t r 4 ‘ | : ar by oe 
alee i ar wl id i uk! Ae 
if Wi i he r ae y ik iT i F ' ; pT ie i . 
‘ wale Ny tll? Dan’ entail Pee oe ae Mm ' Naor vei | 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO ee 


That is the end of the paragraph. "If we are 
going to want and to need the resources of our northland 
in ten or twenty years, the time to begin the work of 


getting them is now’. That is why successive federal 
governments, since 1955, have taken a strong interest in 
horthern development. Indeed, they have gone further than 
merely to show interest. They have taken the concept of 
northern development and have turned it into a national 
ective of primary importance. 

Most of the recommendations advanced in the 
N.wW.T. Commissioners' 1955 Brief to the Gordon Royal 
Commission have been put into effect. Above all else at 
that time, the matter which seemed to need the most 
serious eae the problem of transportation. a 
1955 Brief urged that a railway be built from railhead in 
Alberta to the south shore of Great Slave Lake. That 
railroad is now under construction. It recommended that 
orivate companies be encouraged to extend their scheduled 
commercial air services to northern communities. You 
Will know from your trip to Whitehorse and here, that 
Canadian Facific Airlines, Pacific Western Airlines and 
ovner airline companies have been accepting that challenge: 
The 1955 Brief also recommended the adoption of a roads 
program for the north. It stressed the concept of resourc 
and area development roads and thus paved the way for the 
network of northern highways which has been evolving dur- 
ing the past several years. The northern arm of the 
Mackenzie Highway, which now places Yellowknife in ground 
transvortation contact with southern parts of Canada is a 


result of one of the Brief's specific recommendations. 
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All of us who represent the Territory are en- 
thusiastically appreciative of these federal activities. 


There is, however, one field in which the authorities do 


| 
not yet seem to have given our 1955 Brief as careful 
attention es we thought it deserved. That field is tax- 
ation. The north is still an area plagued by high costs 
caused by its relative remoteness from centres of popu- 
lation and industrial and consumer production. | Much has 
been learned about the area's resource endowment during 
the past several years. We have been shown some spectacu- 
lar indications of its potential mineral and petroleum 
wealth. Unfortunately, corporate inexperience in working 
in the area and consequent uncertainty about the capital 
cost hurdles of commencing production have thus far been 
deterrents to actual, tangible resource development. 
In 1955, the Commissioner's Brief said this on 
the subject of taxation, and I quote: 
"The Royal Commission might also wish to direct 
attention to the effect of present federal tax policies 


| 
upon She economic development of the Northwest Sercumpr ieee 
In addition to the burden of high operating costs on ex- | 
isting mines there are important other problems inherent 
in bringing a new mine into production in northern Canada. 
Most of these involve not only hisher costs but a sub- 
Stantlially increased time until the production stage can 
be reached, They derive, in general, from the short 
construction season and great transportation vroblems. 


Their effect is to make the three-year period of tax 


exemption for new mines in the north much less benefit 
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than it is in the southern parts of Canada closer to 
established transportation systems. The Commission might. 
therefore wish to consider whether, in the interest of 
the development of our northern areas, there would not be 
ground for some provision by which new mines in northern 
Canada might be allowed a longer period of tax exemption 


tinich would give them, in practice, a more genuinely 
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unity than now exists with companies operating 


he point here is this. Federal authorities have 
shown reveetedly, in various ways, that they wish to draw 
She northern territories more firmly into the Canadian 
abric. They have set an acceleration of the pace of 
northern economic édnicbeient as one of their important 
oogectives. But they seemingly have not yet come to 
realize that the north is constantly being penalized rela- 
tive to the rest of the country by virtue of its geo- 
erachnical remoteness from sources of supply and of markets 
iceqguently do not yet seem to adequately appreciate 


4 


tnev the north would not be placed at an advantage if it 


were allowed a more liberal taxation policy. Instead, a 


axation climate would lift some of the weight of 
nis area's chronic economic handicap, and would allow 

it to pecome less laggard compared to other parts of the 
country. A more generous federal tax attitude would allow 
10 tO compete on a more nea~ly equal basis for the 


development capital which it so desperately needs. 


It is the purvose of this submission to your 
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Commission to examine the practical effects of taxation, 
and to suggest changes that could be made to taxation 

policy that should result in the attraction of increased 
quantities of private capital to the region. No attempt 


will be made to discuss any northern problems that do not 


bear closely on the question of northern economic progress 


However, the Brief is based throughout on the oremise 
that an increase in-private capital investment in the 
area is needed if significant economic arene $3 3o 
occur within the next decade. 

CURRENT STATUS OF RESOURCE INDUSTRIES 

The part of Canada lying north of the Cth 
parallel, that is the part contained in the two northern 


territories, together comprise approximately ‘'!C per cent 


of the land area of the country. In this whole vast area, 
the best prospects of economic improvement are ccnsidered 


to be through the develooment and exploitation sf natural 


resources, particularly of petroleum resources and min- 
erals. The high risk nature of these industries and the 


huge investments required before there can be any return 


o 


of investment both dictate that private industry rather 
than government should carry out the actual excloration 
and the development of these resources. 

The north, however, must compete for the ex- 
ploration and development dollar with Be er of 


Canada, and with the rest of the world. Private capital 


will come forward in adequate quantities only when the 


chances of making a profit appear to be commensurate with 


the risks that are being taken. The terms under which 
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oil and gas and mineral rights are leased have been made 
as favourable as possible, and are kept under constant 
study to ensure that they accord with the needs of the 
industry. Government has also attempted to provide civil 
administration and a variety of ancillary services to 
create the kind of climate that will be conducive to 
development. However, other factors affect to a marked 
degree the attractiveness of investing in exploration for 
northern non-renewable resources, and of these factors 
one of the most significant is taxation policy. 


Experience gained from other regions of Canada 


and the world indicates that for any given area there 
+ 


must be a minimum investment in exploration before oti , 


gas or minerals will be found in volumes sufficient to 


make it economically attractive to install production and 
transportation facilities. For northern oil and gas, one 
cv our University Economists has estimated that an ex- 
penaiture of at least $250 million will have to zo into 
expioration and drilling for there to be even a chance of 


-nding a field of the required size. Table 1, attached 


28 an appendix to this Brief, shows that exploration 
expenditures by the petroleum industry have increased 
sraduaily during the past ten-year period, However, the 
total spent in the north by the end of 1961 amounted to 
only $54 million. Thus, in the two northern territories 
combined, with their 4o per cent of Canada's land area 

and with their very large sedimentary areas suitable for 
petroleum accumulation, the cumulative expenditure to date 


is only about half as large as the $100 million annual 
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expenditure rate in Alberta alone. 

In addition, while expenditures in the north are 
up, exploratory activities since 1960 have actually 
declined. Footage drilling has gone down from 102,756 


feet in 1960 to 52,701 feet in 1962; permit holdings on 


the mainland have dropped from a high of aporoximately 
73 million acres in 1960 to approximately 46 million 
acres today; wells-drilled in 1960 were 22 e number and 
there were only 8 in 1962; seismic crew months diminished 
from 55 in 1961 to 45 last year; and Crown income from 
the disposition of lands to o1l companies declined from 
approximately $8 million in the fiscal year 1958-59 to 
less than $1 million in 1962. 

Statistical data on mineral exploration in the 


north are noteas detailed but they reveal much the same 


| 
{ 
| 
| 
picture. Prospecting expenditures declined from over 
$3 million in 1956 to less than $2 million in 1961 (com- 

pare these $3 million and $2 million expenditures wit | 
$14 million currently being spent on mineral exploration a 


in Quebec). Claims staked «m the Northwest Territories 
declined from approximately 9,000 in 1956 to 4,O0CO in 
1952. However, in this instance, the Yukon fortunately 


Showed an offsetting gain, with mineral claims increasing 


rom 1,600 in 1956 to 3,000 in 1962. Table 2 in the 


ry 


appendix, shows the production side of mining. Here aiso 


the trend is downwards, causing grave concern: tosalleot 


@ 


us endeavouring to foster northern economic development. 
Mineral production in recent years has declined from an 


approximately $42 million maximum value in 1954, to 
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approximately $31 million in 1962. The number of opera- 
ting mines has also diminished. There were 8 active mines 


in 1958 and today there are only 6. Reserves are close 


to exhaustion at 2 of the continuing mines so that unless 
new mines open up very soon, there may be only four mines 
still active by 1968. 

These data show that current investments in 
northern exploration and in northern productive activity 
are far below the levels required to produce significant 
results within the foreseeable future. With such slow 
prozress, it is distinctly possible that alternative 
sources and types of fuels and minerals will be sought 
ter and found and developed elsewhere. This eventuality 
in turn, easily could render many of the north's potenti- 
ally valuable minerals redundant for years to come, per- 
haos for a century or longer. This aio be true also of 
its oil. Millions of tons of coal still siting in less 
remove areas to be exploited provide a precedent for this 
<ind of happening. These unused coal deposits offer a 
classic example of changing use patterns. 

Already we may be on the doorstep of a somewhat 
parallel development in the north. The Crest iron ore 
deposit in the Yukon is a spectacular mineral find, of 
tremendous proportions. At first, it was thought that 
the size and richness of this deposit would command im- 
mediate development to meet the needs of the burgeoning 
iron ore market in Asia. Already, within the svoace of one 
year a further alternative source of rich iron has been 


found in Australia. 
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On the oil side, there is a somewhat similar | 
situation involving the Athabasca Oil Sands of Alberta | 
which are nearing commercial development. All of us are 
aware that Canada does not have access to unlimited quan- 
tities of petroleum development capital. It now seems 
inevitable that much of the capital that could otherwise 
have become directed towards northern petroleum develop- 
ment will before long drain instead towards the mid-Canada 
tar sands reserves. 

It 1s our firm conviction that positive steps 
must be taken now to attract more private capital towards 


the northern portion of Canada. These steps should have 


| 
as their objective; first, a widening of the source and 
amounts of funds available for northern exploration; and 
second, a reduction wherever possible of factors which 
are having a negative or prohibitive influence upon the 
area's development. it is my view ae Commissioner, and 
it is also the view of the Northwest Territories Council | 
which I am here to represent, that modification of the 
Income Tax Provisions, together with certain changes in 
the mining and petroleum regulations (which I will not go 
into here) offer the best it iyi of achieving results 
within a reasonable time. The following sections of this 
Submission are therefore devoted to an examination of the 
Income Tax Provisions in greater detail. 

INCOME TAX PROVISIONS 
Exploration Costs 


Section 83A of the Income Tax Act stipulates that 


a company within a soecified class (which is made up 
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sentially of mining, oil and gas producing, refining 


2| and metal fabricating companies) may deduct exploration 
costs from income for the purpose of determining taxable 
4) income. This may be done even if part of the income is 
| obtained from other activities such as pipelining, ship- 
6) ping, ete. Also, any company or individual which derives 


7; income from 911 and gas or mining may deduct exploration 


hy 


rom such income when calculating tax’ liability but 


9g! may not deduct exploration costs from income derived from 


11! The deduction of business expenses from income 
12' is normally an acceptable principle since income tax is 
13' considered to be a charge on net income or profit, not on 


14° gross income. Yet, for exploration expenses, the present 


relatively restricted class of companies. In practice, 


ct 


17; companies outside the class cannot afford to undertake 
| 

18 exoloration with its associated high risks and costs. 

19 | Let me exolain this another way. A grocer, let 
} 

20| us say; can buy and operate a hotel. He can deduct any 


21|| loss incurred in the operation of his hotel from his 


profits in the grocery business. However, if he invests 


his money in an oil well instead of in a hotel, and if 
the oil well is a failure, he cannot deduct his losses 
from his grocery profits. 

The point that is noteworthy is this: it is 
difficult if not impossible for any successful company 
or individual - except for companies within the specified 


class - to invest in exploration for non-renewable 
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{ 
such people restricts the capital flow into exploration | 


1| resources. The denial of this investment opportunity to 

2 | 

3] activities. In the north in particular, less exploration 
4 means less possibility of development. The vicious ama te 
5| is complete!’ when the slow pace of development is in turn 


i 

6| a deterrent to companies which might otherwise become : 

| 

7| interested in investing in the area. | 

| 

8 The job to be done in the north is staggeringly | 

) | 

gi large. Canadian mining and petroleum companies are not | 

10] generating and cannot hope to generate sufficient capital | 

11] from their own resources to tackle it entirely alone. | 

{ 

12). Yet current tax poiicy persists in effectively excluding | 

13} some other potentially available sources of capital. 

14) Many of us look upon this exclusion as a major factor 

{ { 

| { 
15| mitigating against an accelerated pace of northern ex- 

| 

16| ploration. 

| 

| | 

17| By way of contrast to our Canadian voolicy, your | 

18| Commission may be interested to know that Australia, which 


19} I mentioned as a competitor for iron markets a moment 2 
20) is adopting an approach markedly different from sur cwn. 
21) Australia allows any company or individual full charge- 
22 orf of all exploration costs, and it imposes nso restrict- 
23) ion on the carry-forward or source of the income. 
Australia, of course, needs to attract capital into the 


resource exploitation sectors of its economy, {ust as we 


27 
28|| couraging the investment of funds where they are most 
29|| sadly needed. 


| 
| 
{ 
26 do in our north. It seems to me, however, that it may be 
{ 


| 
! 
snowing considerably more foresizht than we are in en- : 
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Still on the subject of exploration, there is 
another point which I would like to commend to your 
attention. The restriction which prohibits Canadian 
individuals and companies from charging-off exploration 
costs against income irrespective of source stifles 
competition whether it does so intentionally or otherwise. 
It allows the large international companies to enjoy an 
advantaze by default, because they are able to generate 
a great deal or all of their financial requirements 
beyond Canada's national boundaries. The end result, in 
the petroleum industry in particular, is that independent 
Canadian companies have been finding it virtually impos- 
sible to engage in large-scale operations in the north 
independently. 

I have already mentioned that companies and 
individuals outside of a specified pigis are barred from 
deducting exploration costs from income for income tax 
oursoses. The Income Tax Act, however, permits. these same| 
eompanies to charge-off expenditures incurred in producing 
mineral or petroleum activities. Such companies which 
wish to diversify their portfolios by participating in 
petroleum development accordingly do their participating 
in southern Canada, in areas where reserves have already 
nproved capable of production, not in the north where 
petroleum activities are still at the exploratory stage. 
The north's loss in this instance is also the iidtnkbeea 
loss. The concentration of capital inflows into the 
safer, producing end of the industry has an inflationary 


tendency upon prices. This, in turn, reduces returns on 
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1! investment, frequently to the point that it nas a detri- 
2 mental effect upon exploration. Today in Alberta, fo 
‘ example, most Crown reserve sales see oil properties goin 
for between 3 per cent and 5 per cent return on invest- 
ment, a level of return too low to be conducive to much 
diversion of income into risk exploration. Many informed 
| 


individuals feel that the prairie lag in exploration has 


already reached serious proportions. 


, Tax Exemption 

10 Under Section 83 (5) of the Income Tax Act, 

11 income derived from the operation of a mine during the 

12) period of 36 months, commencing with the day on which the 
13 mine came into production, is exempt from Saxation. 

14| This three-year exemption is, of course, appli- 

Is cable to mines located anywhere in Canada. Consequently, 
16) it does nothing to further northern development, Looked 

ef at from a mining company point of view, however, the 

‘ income tax question tends to be relatively more important 
ry) for northern undertakings than for mining operations 

0 carried out elsewhere. This is purely a matter of geo- 


1 graphy. Costs of operation are higher in the north than 
elsewhere and profit margins are correspondingly lower. 


Taking capital costs, for example, it has been estimated 


25]; about 40% more than does the building of a comparable 

946) Plant in a large eastern centre. Operati ing costs, in- 

97 cluding insurance costs, are also proportionately higher 
2g in the north. Thus, the level of taxation may be here the 
29 


24 that to build a plant in a northern environment costs 
I 


ee brought into production. i 


eritvical factor in determining whether or not a mine can 
| 
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At the present time, small mines are the most 
kind in the north. They prosper during the first 
three years of operation when they are totally exempt 
from the payment of taxes; and they may continue to earn 
profits for a further 2 - 3 years while still able to take 
advantage of capital cost allowances. After five or six 
years, however, when they are exposed to the full impact 
or taxation, they frequently cease to be profitable and 
zo out of business. In practice, the mines which have 
flourished have either been gold mines which have the 
provisions of the Emergency Gold Mining Assistance Act to 


- 


Tali back on, or are mines whose ores are of such high 
Zraie or high value that they would be profitable under 
any conceivable tax circumstances. 

The north badly needs the economic infusion which 
large, long-lived mining operations can give. These larg 
mines tend in general to be based upon very large ore 
bodies, and here the ore is commonly more or less marginal 
in value, Exploration expenses are accordingly heavy: 
much costly work in involved, for one thing, in outlining 
the size and grade of the ore body. Later, there are very 
heavy capital costs in installing and bringing the mine 
ante sroduction. Not uncommonly, extensive underground 
worxings and a concentrating mill to bring the ores up 
to a marxetable grade are essential components of these 
cosvs. Large mines thus require very heavy outlays before 
any ore is taken from the ground or placed on the market; 
and nence they require substantial amounts of financial 


baciting in order to zet into production. With these mines 
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it is not the initial tax exempt period which is of 
primary concern. Rather, it is the amount oweabie in 
taxes in ensuing years. These later tax costs must be 
fairly carefully worked out before financing is sought, 
and before the decision is taken whether or not to place 
the property in production. 

The north has not yet had its commensurate share 
of large, producing mines. In fact, the total number of 


mines brought into production here has been disappoint- 


ingly small. Furthermore, with only one or two exceptions 


the mines which have come into being have given little 
stimulus to secondary industry, either locally or nation- 
ally. On the positive side, however, is Cominco's recent 
start at preparing its rine Point mine for production. 
Upon its completion, this mine will be the larsest ever 
established in the north. It will also mark the first 
occasion in this region on which a base metal »svoeration 
could stand without the support of high value oy-products 
The go-ahead given Pine Point Mines Ltd. creates 
the clear impression that a break-through ooint may be at 
hand, that it may henceforth be possible for other large 
capital and labour intensive mines to become established 
in the north provided there is a modest amount of govern- 


mental encouragement. The present time would therefore 


7 seem to be most opportune for re-examining the Income Tax 
j Act and Regulations with a view to modifying them in ways 
| which would encourage a higher level of mining production 
| in the north. 


Depletion Allowance 


One-third of the net annual income ie¢rived from 
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mining or oil and gas producing operations is exempt from | 
tax, as a depletion allowance, under Section 1201 of the - | 
Income Tax Regulations. However, this allowance does not 
apply to that portion of the gross income from which 
exploration costs have been deducted. 

I? a mining or petroleum company is to stay in 
business, it must explore for new reserves as its old ore, 
or oil is produced and sold. Yet, by incurring explora- 
tion costs, it is in effect reducing its depletion allow- 
ance proportionately. If it should happen to find a 
sizeadle oil field or mine it is almost irresistibly 
tempted to cease or reduce exploration. As a result, the 
oil industry reserves. to production ratio, in the prairie 
provinces, is rapidly deteriorating at the present time. 
The failure of the industry to compensate for this decline 
in reserves, by failing to increase exploration exvendi- 


y 


tures, is a short-sighted circumstance that should not be 
In the north, this effect cannot be demonstrated | 
£0 clearly. However, current low levels of exploration 
expenditure are almost certainly attributable in part to 
the influence of the method used in Canada for calculating 
depletion allowance. By way of contrast, the success of 
the U.S. provisions for 911 which allow depletion at the 
rate of 27> per cent of gross income but not to exceed 
50 per cent of net, is quite clear - it has created a 
strong incentive to invest in this industry, both at 


home ani abroad, with substantial benefits for the whole 
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may be developed only by a restricted class of companies 
and individuals. 

Canadian companies seeking new resources are 
therefore at a disadvantage vis-a-vis their competitors 
from the U.S. 


The latter, operating in Canada through a 


branch, may deduct exploration costs from other income 
for the purpose of U.S. income tax determination and they 
jo not lose any benefit derived from the U.S. depletion 
allewance where it is applicable. In effect, 


therefore, 
the U.S. company is spending cheaper dollars than its 
canadian counterpart, which by contrast is hampered in 
efforts to develop the funds necessary for a 
exploration program. One is therefore 
o suggest that our own federal tax policies - or 
least these policies in relation to 


3.8. - are contributing towards the 


Canadian extractive industires are already about 7° ver 
ent under United States control. 
SOLUTIONS 
In total, it is questionable whether the poro- 
‘isions of the Income Tax Act, to which reference nas 


ceen made in this Brief, have been stimulating northern 
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The depletion allowance has deen under at 
United States ever since its inception bu 
nave never been successful in changing it 
and probably will not be as long as it cs 
juce demonstrable benefits for the U.S. ¢é 
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resource development to the desired degree; and there is 
room for concern on the other hand that these provisions 
may be causing some unexpected side effects which may be, 
on balance, detrimental. 
To conclude this submission, I therefore wish to 
suggest several income tax amendments which I hope your 
Commission may find worthy of being drawn to the federal 
sovernment's attention, 

lly own interest in this subject quite naturally 
lies primarily in the degree to which tax measures can 
id economic progress in the Territories. However, many 
of our territorial developmental problems occur also in 
the more remote northern portions of the larger provinces, 
ic is therefore reasonably possible that the ind of pro- 
posals which I have in mind could actually have a more 
general application thereby enabling the provinces to 
benerit from them also. 


The proposed solutions are as follows: 


1 
. 


As an incentive to petroleum exploration, amend 
Section 83A of the Income Tax Act, to allow any 
company or individual to charge-off exploration 
expenses against all income irrespective of 
source. 

I would also welcome seeing this same amendment 
madé applicable to mining, although the need for 
it in mining exploration is not quite as pressin 
One of the considerations here, of course, is 

the considerable difference between the structure 


of the petroleum industry and of the mining 
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industry in Canada and of the related difference | 
in the capabilities of Canadian companies for 
raising exploration capital domestically. 
eae As an incentive to mineral production, amend 
Section 83(5) of the Income Tax Act to extend 


the tax-free period for mines beyond the 36 


Petitions from companies now operating in the 
north have suggested that the tax-free veriod 
SLs be extended from 3 years to 5 years. 
However, an alternative possibility has occurred 
fo us which would seem worth considering. Under 


€& 
this alternative, 4 - 5 years at a 50 oer cent 


a“ 


exemption rate would be added to the present 


4 


: 
} 
1 
} 
| 
| 
| 
months currently allowed. 
| 
| 
| 
| 
| 
| 
3-year exemption. This latter proposal might | 
well provide a stronger incentive for the more 
| 
permanent kind of mine (i.e., the kind with the 
i 
! 
i} 
greater significance for settlement in the north | 
and for northern employment); and it conceivably 


could prove more beneficial also as regards tax 


revenue accruing to the Crown. 


As a possible further incentive to croduction, 


Cas 


cable also to mining, modify Section 1201 of the 
Income Tax Regulations, so that the deduction 
now allowed on net income or profits under this 
section would be applied to gross income instead. 
It would be necessary, of course, to fix some 


new ceiling for the revised depletion allowance. 


| 
{ 
| 
| 
| 
aimed primarily at petroleum but perhaps appli- 
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1 It has been our thought that the deduction might 
2 be based upon 25 per cent of gross income up to 
3 50 per cent of net, a rate that has been sug- 
4 gested to us by some of the petroleum operators, 
5 and which is close to the rate prevailing in the 
6} United States. However, we are not necessarily 
7 wedded to this figure if close examination shows 
Ay that some other rate would be better. 
9 That is the end of my submission. 
10) To close, I cannot do better than reiterate the 
11 final words of the Commissioner's 1955 Brief to the Royal 
12 Commission on Canada's Economic Prospects. The sentiment 
se expressed then is, if anything, even more valid today: 
14 ",,.both the members of the Council and we of 
15 the Administration have the sense that we are 
16 | dealing not merely with the eae of the North- 
17 west Territories but with the progress of Canada 
18. as a whole. In the first seventy-five years 
19 after Confederation, a prime object of national 
20 policy was the linking together of our different 
21 regions from the Atlantic to the Pacific. Canada 
ee has now, as a nation, become increasingly con- 
23] scious of its third dimension. This country is 
24 nearly as vast from north to south as it is from 
25 east to west. As we in Canada develop our north- 
26 ern areas and bind them, by our daily comings 
27 and going, into the more settled areas of the 
28 south, I submit that we shall not only be 
29 insuring the realization of new wealth in a not 
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very distant tomorrow. We shall also be writing | 
| 


the second of the major chapters in our develop- 


ment as a nation.” 
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STATISTICAL APPENDIX 


tapie 1. Northern Exploration Expenditures, Oil and Gas 


4} Year Annual Cumulative 
1952 $ 156,879 $ 5,001,084 


1953 1,717,317 5,718,401 


1954 1,309,957 3,028, 358 
1955 2,048,951 10,077,098 


1957 3,609,573 16,316,671 
1958 53 752,539 22,069,210 
1959 8,219,478 30, 288 , 688 
1960 11,430,057 41,718,745 
1961 12,839,655 54,558, 400 


Source: 1952=1960-"Statistical Report On Cil and Gas 
Activities 1920-1960", Department of Northern 
Affairs and National Resources, Table 1, page l. 


1961 - Resources Division, N.A.B., Devartment of 


| 
| 
| 
| 
H 
i 
| 
| 
| 
| 
1956 2,629,789 12,707,098 : 
| 
| 
| 
{ 
| 
| 
| 
| 
| 
| 
Northern Affairs and National Resources. | 
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3; Table i(a) Possible Oil Reserves of Northern Canada 
! ig ge oa 

4 (billion barrels) 

5. 

6 N.W. Territories Mainland be Me 

7 Yukon be 

8) Total Mainland 16.5 

9 Arctic Islands 33.2 

10) Total Reserves 49.7 

14 

sl 

sl 

17) 

19, 


Source: ‘Economics of Oil and Gas Development in 
| Northern Canada", G@. David Quirin, Table 3, 
page le, 
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2) Table 1(b) Drilling for Petroleum in Northern Canada, 
| 


3| 1952 - 1962 
4| (Number of Wells Completed) 
* Arctic 
6| rear N.W.T. Mainland Islands Grand 
| Completed Yukon Exploratory Development Exploratory Total 
7| 
| 1952 “= 16 -- a 16 
8 | | 
| 1953 aie i, te =a 9g 
9 . 
(1954 -- 6 -- -- 6 
10/ 
| 1955 -— 10 a =i 10 
11 
| 1956 2 m mn if a 
12} 
| 1957 -- Le -- -- 4 
ts 
1958 ; L 8 -- -_= 9 
14| 
| 1959 -- 8 + =< & 
1S) ve. 
| 1960 2 30 -- -- Seis 
16 | 
| 1951 Eh i Ge —— 15 
17 | ary 4 rm) 
| 1962 aie z ae 1 8 
18 | ee ed ee 
19| Totals 3 117 4 L ios: 
| 
20 ji | 


21, Source: 1952-1960 - "Economics of O11 and Gas Development 
in Northern Canada", G@. David Quirin, Table 1, 


92 Page 8, 
1961 - Monthly Oil and Gas Report, Department of 
93 | Northern Affairs and National Resources, Resources 
| Division, December, 1961, page 8. 
24 | 1962 - Ibid, January 1963, page 4. 
i 
25 | 
26 | 
27 | 
1 
28 
| 
29 | 


thaws ny ai i hg 


| fiat aie 
Ret 
b ? aby 


in avn 


Weblo 


fads 


“ ’ “si 
sports i oe: t don dared 
SRE aeldee tee aes 
BBA Xk iis at Ra) AR HMGR NOI ae Palhataae 


re 


NA asec ihr ena a 


Pr Nip Sra 7 ' ir ‘ i i 
f : Laie? fy, . cg | aRalls %) W 


< Hel ee Ore kt 
RSTO UE RO DEE EL 


oat Se _ BB 208,08 POE OT SE 


ra 2, 4 r i ade ps ge 
abe. 2a 8 Ber OF? 6 


2 
a 
bill 


ai) } ; aN 0: his 
7 ; ; yoy 

; 7 ‘é i 
re ae ave Po, Oak GE OPENER. GE nthe 
A ale é | | at 
ae: es : Bar Soe, te Bey OLE Si oa 

\ a! i ve Y 
at bie ce A es ak ae P +4: 

| 


“bs Te | eis - 
isl g's t 
ney SOO. fi Hoo, 
“~ ‘ 
, os 
et : 
P : 
hey 
id 
ee t- 
: ; 
¥ \ 
: rae 
f 7 ~ 
u% 
} ‘ 
: ¥ 
ye 
1 
éy ' 5 ee 
yey a . 82 
? ; 
1 ; i \ 
s ' —. q 
s 
‘ 
“ ‘ 
‘ = 
‘ 
fi ; 
i ir 
is 
‘ i i 
‘ 7 i 
} if ley 
i ig : 
as 
i F 
| é 
+g ~ 
b 
4 
; wi? ' ; 
oT ; 
en! 
: ’ 
ri” I 'U nh? : 
r i 
Oe } Pes ; oy 
bit Rimini’ i ‘ : i an, [ ; 
\ ; | ! Mak 
y j ) ‘ 
a CL \ ik Von taint 
i i in ; 
ana ee | ae ‘ \ 
i) DORE 
is ern 
Pad A A 


ED yah ea ata 
Li a ee ee 


fi ig 


AG yf 


27 


28 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO 


17,701, 145 
18,145, 162 
27,135,087 
25,3874, 496 
24,895,390 
21,400,615 
rarer tot Pin & 
25,597,821 


25,414,000 


Yukon 


13,316, 782 | 


12,750, 304 
13, 330, 198 
12,592,378 
12,310,756 
14,111,798 
15,656, 434 
14,724,750 
16,588 , 564 


Total 

31,017,927 
30,895, 466 
KO, 465,285 
38, 466,874 
37,206, 146 
35,512,413 
37,814, 369 
40,322,571 
43,002,664 


Table 2. Northwest Territories and Yukon Territor 
Value of Mineral Production 1954 to 1962 


Percent 
of 
Canadian 


Production 
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Mining,Machinery & 


Equipment (1) 


(a)To Yellowknife 
Totonto-Edmonton 
Edmonton-waterways 
Waterways-Yellowknife 


(b)To Timmins 


Toronto-Timmins 


Foodstufis (2 

, 
(a)To Yellowimife 
Edmonton-McMurray 
MeMurray-Yellowknife 
Edmonton-Yellowiknife 


(o)To Timmins 


Toronto-Timmins 
Toronto-Timmins 


Buildings Materials 
(a)To Yellowknife 


Edmonton-McMurray 
MeMurray~-Yellowknife 


(o)To Timmins 


Toronto-Timmins 
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Means of 


Transport 


Rail freisht 
Rail ight 
Barge 


Gps 


Rail freight 


. Rail freight 


Barge 
ruck 


Rail freight 


Truelk 


Rail freight 


Barge 


Rail freight 
so 


Freight Cost Comparisons 
Yellowknife and Timmins Gold Producers 


Rate per Total Cost 
ton per ton 
$80.80 
$21.20 
$50 .00- $152.0C- 
$60.00 S162 .00 
$26 ,30 
$21.20-$25.6 
$50.00 , 
$12 .80-21.20 
$50.00- 3 
~75.00 
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_ 


2) NOTES - Table 4, 


3| (1) Most mining machinery and equipment moves under Class 


45 rail rates and Class 5 water rates. However, wate 
| 
| rate is escalated with weight of shipment because of 
‘ 

| 
7| accounts for range in water freight rate per ton. 


8| (2) Refers mainly to tinned and preserved items not. re- 


difficulty of handling heavier equipment. This 
2 quiring special handling. These fall under Class 45 
10 | and 55 rail rates and Class 5 water rates. Estimate 
11! for trucking based on average rate of 7.5¢ per mile 
12, and estimated distance of 1,000 miles in case of 
13! Yellowknife, and 6¢ - 8¢ and 440 miles in case of 
14! Timmins. | 
151 (3) Refers to building materials moving under Class 27 


(Canadian lumber) and Class 45 rail rates and Class 5 
(most items) and 3 (loose lumber) water rates, 


To compute rail freight, use was made of carload rates| - 


for minimum shipments ranging in weight from 24,000 


lbs. to 36,000 lbs., depending on the commodity. 


ISource: C.N.R. and N.f. Company Tariffs. 
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AMGUS, STOMEHOUSE & CO. LTD. 
FORGNTO, GNTARIO ms. ES 


INTRODUCTION 
:¥ We are pleased to submit the above mentioned 
Brief and to advise that the Newfoundland Board of 


Trade, Incorporated in 1909, now represents 
approximately eight hundred (800) leaders in 
business, in the professions and in other walks of 
life mainly throughout Newfoundland. Three quarters 
of this membership comes from the Capital City of 
St. John's, the financial core of the Province. 

ae The prime concern then of the Newfoundland Board 
of Trade is that the economic welfare of St. John's 
and of Newfoundland in particular be in keeping - 
with that of Canada as a whole and of Canadian 
orezress in general. 

. To this end we summarize the burden of our 
Brief, appreciative of your interes, and in 
anticipation of your favourable consideration. 


SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 


4, Income Tax Act. ta, 
(a) Private Companies find themselves at a compet i- 
itive disadvantage and in an invidsous position 
in relation to public corporations in the event 
‘that a controlling shareholder dies, forcing 
Slae of less marketable shares to offset estate 
taxes. 

Recommended that the Income Tax Pert amended 
to provide for a distribution of undistributed 
income at a special rate of tax, say of 15%, 
for private companies on the death of the 


controlling shareholder. 
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Personal Corporations - It restricts initiative 
to classify as a personal corporation a company 
incorporated by and under the control of an 
individual who contracts for, erects and, 
through this means, operates a commercial build- 
ing, rather than merely acquiring existing real 
property. 

Recommended that the words “active commercial 
business” - See Section 68 {1} (¢)} - be defined 
to include cases where an individual contracts 
for, erects and operates a commercial building 
incorporating a company to be the vehicie for 
operation. 

At present there is no relief to shareholders 
ef. personal corporations in years in wnich such 
corporations incur losses. 

Recommended that losses of personal corpora- 
tions be deemed to be applicable to sharehoiders 
in the same way af income. | 
Taxation of Dividends - Taxation of the Income 
of Corporations and of Distributions of such 
income to shareholders 
results, under the Act, in double imposition 
upon the corporation - firstly, om its income; 
secondly on that cf tne shareholders when it is 
distributed. 

Recommended that PoE eee be allowed 
as a deduction in determining the taxabie income 
of the paying corporation and that the present 


20% tax credit on dividend income be eliminated. 
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ANGUS, STONENOUSE & CO. LTD. 


TORONTO. ONTARIO ae 
1 Recommended further as an alternative that 
2 corporation income and distributions thereof by 
3 means of dividend be taxed as — 
4 (i) The corporation to pay tax at a standard rate 


of dividends payable an amount equivalent to tax 
at the standard rate; | 

(iii) The shareholder to include in his income the 
gross amount of dividends and to treat the 
amount deducted from the dividend by the company 
as a payment on account of his tax. 

(d) Disallowance of Business Expenditures - Certain 
Business Expenditures, though not giving rise to 
any permanently valuable assets, are not deduct- 
ible in arriving at taxable income nor are they 
eligible for capital cost allowance. Such 
situations usually arise as the result of the 
use, in section 12 (1) (b) of the Income Tax 
Act, of the word capital; of the courts’ in- 
terpretation of that word in that particular 
context; and of the limitations placed on the 
types of expenditure which give rise to property 
subject to capital cost allowance. 

Recommended that the Income Tax Act be 80 
amended as to render all business nxsiecaeiee 
other than those made in respect of the acqui- 
sition of land, goodwill, loans, advances or 
securities either deductible as expenses or 


subject to capital cost allowance as their 


| 
on its taxable income; 
(ii) The corporation to deduct from the gross amount 
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nature dictates. 


Rulings by Taxation Division of Department of 


National Revenue - 
Interpretations of sections of the Act are often 
/)toject to doubt, inaccuracy and misunderstandin 
thus penalizing the businessman who thereby is 
prohibited from assessing the probably tax 
implications of a particular business transactio 
Recommended that the Taxation Division be 
empowered to issue rulings on the basis of data 
submitted by the taxpayer, such rulings to have 
the same effect as an assessment, provided, of 


course, that the transaction is carried out in 


strict conformity with the data presented. 


Personal Income Tax Rates - Sec. 79B ~ High 


Personal Rates must necessarily be paid by 
individuals when, for relatively short pericds, 
their income 4s high; ‘yet the present retiremen 
savings provisions for deferring income tax do |- 
not give sufficient relief for those individuals. 

Recommended that the maximum deduction in 
respect of premiums permitted under Section 79B 
be increased to 156 of the taxpayer's earned 


income. 


anna a enema eaten 


Irrevocable Gifts to Minors - Sec. 22 _ Unwar- 
ranted burden is placed on the Trustee responsi-. 
ble for making returns in respect of income 
derived from additional capital placed in trust 
but which must be separated from that derived 


from the original trust. 


vCA® 
ur 7 Or el 7) 
ae + as 7) He ate ed 


ea ot hime, suena was, f : i. ee ae 
, aati * ; th, i 4 2 


’ Garr’ are 
ir ahIMh. ics, Sara 


Oona sii 


‘as oer 


a 4 nay alte uf cia aieeheness me fa ana 
a ut mole oe sinter aes ‘be ris ‘aariod ipa eran \ tk came aL 
¢ secon ett: iit mace pot ect Aas " ih nye ie sr 


= 


ott 0 wensty: SiR +e atone wid harcoty: neti 


se oe ee ee 
= 


ey ot liner ‘ ene 7 ’ ad 
' ¥ © ‘ le 
~ : hale ? Rise = \Pigeng tee ee wr hy A iF 
ad i a Ww kd eat: eae ina pau A 
a tt F ERAN ; o by 
- e i. uh o . : birep a be my da , vial 
hie zat ; ican iia tg SRR AO a 
s t i ~ 9m ' taearecneh ses Ba ok i* rttleores oe ee ane Gere ; 
ole Z Ue t ; ‘ 
} Be 7 
" rebigs cy PY perry oy an bal ith oh Pr LAS tee pay te ta 
ie de eit on ‘oidaots 208 bdo cae Prnnes Phimienshd mes open A 
Ke y 
ate i i 1 | : 4 ‘ 1 
aly ? ~ ad 
l a santa tis to emia firm (Seam . Mf 
“hen wd oe aMne Se onde bie tog a fra Le Hit ah 
. 5 
i if j aia , : heat y : F Fe 
; th ‘Ay ‘a, ot ee + me % a) oe Suey 4 J : 
Wit {onmpenat f pa prt ‘ais x Be BES og ‘SMT ka eta lt Bos. A. SPS 1 £ {5 : ? 
wy é ‘ vat . : } 5 
oe doagaen Mk prenbeeRe RR eS at! cal eT Mas sts tren es 
‘hy Me ; ‘ us ’ wi r _ 
iM te a ’ 
y : ; , : | a, a . 
: ‘ ROLE He tat cathe ee ee Pet te Re Ne We sein eee Fai rhage 
9, pwn Sit] dai a W suever La ieee ee " ; bi . 1M Ce ip nit ort oad tad : ; ‘ Air, N 
| Wiis ‘3 , eee gr’ etre 
7 iietdiuai sacl Uh Etudes ete dae EDS | nn? bd att da | aah rh fa Pe 
a : writ Sree aie te dewceiie aan 1} et, al: Tee (ee it ie aa oe 5 
1 , ; F : 
i i f ; P 5 r ee 
gale te ot chiiw weed of Pemareps. Fae vi i ia BP 
; ; 
i i ia 
vs MOR EL ative: Hricaniprnw tte cet oy irrihigiee bee 
i ; a 
t Ti gay ag ae (ft Peete OS lie gud hile Ltt ee a Ce Oy ae Ty >, 7 Pie 334 
} wie mR bee ide q ¥ bs Ia) 5 aia f.4 Mts Vier aint) ah Ce Ce eas Se t 
Me wn . * ie 
r ban 4 - : 
/ #: 6 
Bs ~ ere a hia sae > *> A att i ; R ne 
Vien partind iimaiedl': eit 4k dayeeil sik aah se it 
HA gh ' ats, iF - } 
esa tS - : . ; 
vt j a) at tug es ot Slag | ‘ dy ‘ : . ! a "(Wey ee thee 4 
4i% -v ies J i and « 4 i 
J ro ws . * r ‘ « ~ { ; et, 
“ rH lien } . ¥ 
r i A his Syste ee De ie ns prraee Me : ‘ > Fae ered | b ie ts 
“penne aif sree beep  aecariel tous ots Capt aaunae ek 
[ : } R 
a, f ’ b 
4 | ‘ seed ig ‘ yt | fe 9 
Aah ‘wares ou Naneitt aenetieine | wel Ranh dante: ad? Eee ae E ctiy dai 
a -_ + apet. 4 1 4 aA ‘ ¢ 
i/t ‘ oe ‘ ; * hk 
ba sh ~ ; 
i %> 7 a’ vt a at } of epee ff det Ayre ey i ss ¥: re: 
; pa A iDIRHS 3 5 we edia ia ij , . Co aan J Yr 
r Lae f 
‘ : 
wht t¢ be frokats F) 
7 au 2:5 Ith FAD Purr sie) & “ as 
' 
f j rghit 1 Sy 
j ; Abndeete nts of ee Me i Ha 
> tim . 
i * : ' ’ ‘ 5 
| t B. Mir 
tn) Ar} t gee) oboe we ow ah Pe ae ry tog fie is Pur Chena, Um a 
; : tet : ? ay. 1y * 4 
: ‘ 


+ uy ¥ neti poe, i Oi Seeds weet. te & > pint a} fit Y ppeadie 
Mh il ie aan Se 


j 
ul 
‘ , =e a u wh) : 
vismemce patiniatye f to Wold Ge) oe aoe i Be 
A ar . iaig pp 
i ‘i elf) i Sone tarkuye mA . ‘ Bot ‘ 
ui hy ; . i met 
4 te tle Peg ' j : } seh) ie ia 


| tata i” pndonrye om cial e fart De biprenant BN: Valse 
/ Mae ‘ ni \ } mn 


. hd y 
; 2 a FY 2 uaai seal gheegei npabetentes| 
‘ WW aatae vil Laie 
yea . j i ; veg oe 
Days 


Teh ke Bai: ui phat te 
fi ' wit : ) yb . re i Cay iy 


halt rr a ae en Wy hy 
y,% rs > a 


| =} Ht i ie ‘ 1 4, ; Tetipil ¥ Var 
( 7 j | i he a : 7 p wi) vy, 
F a 1 i i WAN? i 4 f A i i a ? 
Tien i oe ee Aas Ah eas a ec en ua Lt Bia ie 
aS St tah 5 Pe Dvr yD eile hs ee ill NM A) ol eka Ll A } 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO ~§~ 


Recommended that Section 22 Subsection (1) be 
revoked in its entirety or, in the alternative, 
where the trust referred to is an irrevocable 
turst and the Trustee is a person dealing at 
arm's length with the donor that the income be 
considered the income of the donee or the Trust, 
and taxed accordingly. 

5. FEDERAL SALES TAX ACT 
Exemptions - "blanket certificates" applicable to the 
shipment and supply of all sizes of ropes to be used 
specifically in commercial fishing are no longer 
acceptable to the Sales Tax division in respect of 
ropes in excess of 14" circumference with the result 
that either a disproportionate amount of accounting 
falls on those least equipped to cope with it or else 
there is a tendency to disregard recoverability - 
the added cost of accounting in the first place and 
of prosecuting the. fishery, in the second, being self- 
evident and economically inhibiting. 

Recommended that manufacturers and other licensed 
wholesalers be permitted to continue their former 
practice of accepting "blanket" certificates of 
exemption from Sales Tax. 

6. ESTATE TAX ACT 
(a) Annuities or other interests - Section 3 (i) (J) 
(bo) Pension and Death Benefits - Section 5 (1) (ik) 
section 15. In view of legislation currently 
in existence, 
Recommended that a change be effected so that 
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ANGUS. STONZHOUSE & CO. LTD. 


(1) 


(11) 


(iii) 


TORCMTO, ONTARIO -T- 


| 
i 
| 
| 
the death benefit is a lump sum that the amount 
be Seti in computing the aggregate net value | 
of the property passing; 

if the death benefit be a pension or annuity, 

the payments of which are spread over a number 

of years or for 4a guaranteed term that there be 
no commutation and that the monies paid to tne 
recipient be treated as ordinary income and 
subject to Income Tax and not form part of the 
Estate and be subject to Estate taxes; 

if there is an option which exists by which the 
recipient may declare as to whether he or she 
wishes to take either a lump sum payment or an 
annuity payable for life or guaranteed term that 
either (i) or (11) mentioned immediately above 
will apply depending on that persons election. 
Section 15 (i)(a) of the Estate Tax Act provides 


t 


for the spreading of tax over six years provided 


both the following conditions appy = (1) that 
the tax is in respect of an income right, ee | 
ete., and (2) that no property coming out of 
the actual estate under the contrel of the 


Executor passes to the beneficiary of the ineccne | 


right, annuity, ete.. It is submitted that oniy 


in rare cases will this occur. | 
Recommended further that Section 15 (1) (a) 

of the Estate Tax Act be changed to remove the | 

necessity of qualifying under the second condi- 


tion. 


pati rh 


bs aE 


ott sora 6 ae iia id petal Wey Wet at Ms aia ats ne mis 
Lu duke he ig UR cena ai 


ts, 
va ‘ual eet wi og 
Att? ies Tistt : 


Ha er ee i iat, tt ae 
, ee ny ) / “if j As at tritset 2 i. 
7 ME , griti yt haa. F, ‘ > ee ea Sele , 
4 be ' ie uf wht ssi Pe sisateb in B35: te sade 
ae tae at prt ae oo ts se ir 
gateseat wt pooce tng fis a ied a, i ata Ae 1m FNP ECT 
area Ae a . Bap 
roe = ey ales dads al cane altar IN fo apie aap 
paul gerne: anarth i deo 2 ib insert htt Pee) 
ag >) eee ta (4 ig 4 ms Hat 7 i 
‘ : < yA) 4 aie > ¥ 4) 
oe B94 comm ‘d rad erat efidatet, wy. ‘ign qt f i Hae i 
oo ’ i i Peaster BE sean g be Hic af 
cl dist bro LD oe ‘wit Nin @REL. oot te GegitR LRN) i Bm, FAW 
y ine We. j ; ‘- } ia is, ni e~ Be Ne ta 
jew neue an a ‘et are. DOMERS? by agate. ase: Baca saat, 
iol ! Leb : ; Bure wh x 
Pe od yee ast ikaw att Stal talons pis, Kh Av AT. 
iv ’ fy E 
ihe) ahs i ith ret ty ' a 
ANT iy . alti Hat. Ree 0b K Pt 3 
1% 5 ‘ ey ic 
mR h + oe o> ie , ; th sikta: hal BN ecee basta ain wt al or 
Pie i ‘pebaeue wel tm / : F i } 4 rf ise F ty hes, 2 Ae4 + rp Devore ait i 
nay ‘it iy ee | ‘ 
ie; Bees ddreced wT) ih: pene CHACHA ot Fit |G ropiscenae ob, ‘ i ui v 
fF a HD eae , AS ae ah Ona 
} cat i : Lee » + ' B . \ n " el in eae i p 5 
ieee tod kind ented aiterad: ty). het pet ao eRe 5 hit 
publ tostih . i 4 
; . - * # ' 
ny i int te Cdenceshthh, aadianit Pragati, ort So Pitan wk | 
a ele 
ys, 7 ; > v } ch at 8 ? J $+ Fy a . : ua 6 { } ; rt 
| "y ; ; i*) a ; 
ie i ; ; : fh! 5 
bee semen Benn Cal wean Do pot Gehl | fet hit 
en 1 ee a eee we dre te 1s Leda ery $16 dee . @ t. 
. Le i - ; F ~ Ne 
n 1 \* 7 +0 a, c & Ne sty 
oni ‘ea the ui Sieh deenutcnAte  qeesn oes. dita weeaneee bas ) 
vif iu } | 
ote Hedwt et od Bineria bem semegne Bursts Fae 
‘ ; Wi 
| 
mar al 4 q 
ite : ¢ ‘ f iine 31 2 hits ¥ 7 pe ‘a 
5 a 
a nays : ., 1} 
a etd ‘a es ‘nae, ia Hretheinwenis ene: Rati ends A i e * 
a if i i he a 
} _ emarapctn mn’ mete bi Lom mse ae Some Reais, - 
: uu wii ; lyn { i 
Ei: ; / a | wea, Itreet.4 it Sy t » five 
ign ut be Soule ef Maton oes i mee? pas 
(ve he , ! 
BWA | ytxanens | ‘te peewee: te a wtupeteny ae aed 
fi 
‘ , =" di< r fen era is » [ TP 
i) , ri amie BLE AaA, hen ; a bih enhe th Bk GE 
| > a ‘i le f Sfx } q K i! 
| So 1egnils ire sorry: QS cone Lata ee) 
ab 1 uy) 
\, je 
| oheeon taba! beng, as seameonat ‘siege bidscaunt 9 
2 fy 1 oe We eK y yl ¥ A vi 
Mia eek it ee Pit aah ) 
=e" ‘patettialip. tor vig Santino + oi attain: 8 duct . 
rs dons es i ie ee 
At iy Le edi \ . Ane . 
: 7 WGal ; f oa i : ul TT ter ’ " ie nt 414 vs > 
fy Dina : a m4 | ; ij er i ; A ; ti 
rial) Pe) 4 atl ih igs Hh | red) i 
ir | ad} i! Creu i ‘ ) 
ai 1 at era (ut iret p 
| ' - u t yi nae oe 
he > ’ 


eins ain, a i 
De eee ce 


ANGUS, STONEHOUSE ® CO. LTD. 


TORONTO, ONTARIO a: 
i N.B. Taking advantage of Section (1) (a) would 
2 be unnecessary where the Will of the deceased 
3 provides for the payment of the tax from the 
4 capital of the Estate. 


(c) Jointly Held Insurance Policies - Section 3(1)(m) 
There appears to be no valid reason for 
j 


life insurance differently from any other 
property owned jointly or in common yet the 
insurance on the life of the deceased that is 

owned by the deceased jointly or in common with 
another person is included in full in the tax- 
able estate. 

Recommended that Section 3 (i){m) be amended 
to ensure that the proceeds of life insurance 
would be included ¢n taxable estate only to the 
extent of the proportionate interest of the 
deceased in the policy. 


(d) Deduction of Fees, Legal and Executors - Section 


5 (1) (b) 

These are necessary charges just as much as are 
funeral expenses and should be included mae ee 
they are reasonable. 

Recommended that an amendment be ie ee 
aforesaid section so that seTTeiteP's charges 
and fees of the Executors be deducted in comput- 
ing the aggregate net value of the property 
passing at death. 

(e) Personal Exemptions - Section 7 (1)(a)(b) & (c) 
It would appear inequitable and inadmissable 


that a female be penalized by not qualifying for 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIS | ge 
1 $20,000. exemption unless her husband be infirm 
E and there be a child under 21. 
3 Recommended that the deductible personal 
4 exemptions be increased from $40,000. to a basic 
5 $60,000. with additional $10,000. for each 
‘| . dependent including surviving spouse, minor chil 
7 ; and person who qualifies for exemption under 
8 Section 26 (i)(a), (11) (c) of the Income Tax 
9 Act. | 
1¢ | Recommended further that an exemption be 
ii allowed for a child over 21 years of age where 
12 that child is in full attendance in a univer- 
13 sity. 
14 (f) Certificate of Discharge - Section 13 
15 In the present Estate Tax Act there is no pro- 
16 vision for a certificate of discharge as there 
17 was in the old Succession Duty Act. 
18 Recommended that a certificate of discharge 
19 be provided for under the Estate Tax Act so that 
s an Executor can get a clearance before the four 
21 ‘ year period has expired. 
22 (g) Minority Shareholders - Section 28 (1) 


The market value of the shares shonid be the 
criterion for determining value particularly 
where the minority shareholder took no active 
part in the management of the corporation but 

merely held shares in it. 


Recommended that Section 28 (1) should be : 


revoked in its entirety. 
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AMGUS, STOMEHOUSE & CO. LTO. 


TORONTO. ONTARIO .30- 
Optional Valuation Date - Section 58 (i)(s). 
No estate can realize any values on the date of 
death and capital should not be confiscated 


where economic fluctuations cause deminutions of 


values after death but prior to time when 


realization is possible. 
Recommended that the law be amended to provid 
for an alternative valuation date and that a 
valuation be allowed at any time within ae year 
of the date of death, it being understood that; 
(i) if the securities are sold within one year 
then the net conversion price should be 
the price submitted for Estate Tax purposes; 
(ii) If the securities are not sold then the 
listed price of the securities as at the 


date of dex*h should be the quotation taken. 


C2 
Private Companies - re paragraph 4 (a) above; 
The death of the controlling shareholder of a 
private company (one with 50 shareholders or 
less) often places that corporation at a dis- 
advantage with respect to its competing public 
Corporation. When a shareholder of a public 
corporation dies, even a shareholder having a 
substantial estate, his holdings in the public 
corporation are usually readily marketable and 
can be converted into cash without any disruptio 
of the operations of the public company, for the 


purpose of paying estate taxes. 
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However, when the controlling sharehoider of 2 


private company dies, apart from the probdiem of 


valuation of the shares, the problem of convert- 
ing part of his estate into cash arises in order 
to pay the estate taxes. This often places a 
purden on the estate of the deceased controlling 
shareholder in that to raise cash to pay the es- 
tate taxes a forced sale of the shares is often 
necessary, for a forced distribution by ordinary 
dividend would attract tax at the graduated 


rates. 


en ETA A NT RT AE Lt I 


The private company caught in this position is, 


at a competitive disadvantage with respect to 
public corporations operating in the same 
industry in that a forced sale of its assets or 
of the controlling interest may become necessary. 


therefore, placed by the demands of estate tax 
Our suggested Amendment does not, of course, 
affect the rate of estate tax and would only hav 
a minor effect on the tctal amount collected 


under the Income Tax Act. & would have an 


& 
important effect in the Province of Newfoundland 


Sened 


where, apart from the Puip and Paper companic:, 
the Public Utilities and the Mining Industry, th 
great part of the commerce of the Province is 
earried on by private companies. 

Since Confederation with Canada on April 1, 1949, 
the burden of estate taxes and requirements of 
the estate tax Act are progressively being felt 


by more and more Newfoundland private companies 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 21>. 
1 and the amendment suggested above would tend to 
2 enable these companies to continue to operate 
3 after the death of the controlling shareholder 
4 in the traditions established over a long 
5| commercial history. 
‘ (bo) Taxation of Dividends - Re paragraph 4(a) above 


Taxation of the Income of Corporations and of 


Distribution of such Income to Sharenolders 

(i) Under the provisions of the present Act, 
the income of corporations is taxed twice 
firstly, as income of the corporation and 
secondly, as income of the shareholders 
when it is distributed. This basis is 
faulty in that it does not give recognition 
to the fact that the income of the corpora- 
tion is earned for the ulgimate benefit of 
the shareholders and that, if due attention 
is to be paid to the taxpayers' ability to 
pay, the total tax ultimately payable om 
income coming into the hands of a share- 
holder should be calculated ava rate 
appropriate to the amount of that share- 
holder's total income, 

(ii) The “dividend credit" affords some relief 
from this double taxation but is poor conso- 
lation to a shareholder in the hole income 
group if he realizes that the amount avail- 
able for distribution out of the corpora- 
tion's profit has already been reduced by 


approximately 50% by reason of the tax 
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payable by the corporation. 


(iii) The ultimate effect of this system of taxation 


i 
j 
i 
; 
t 
is haphazard and, in many cases, can be | 
oppressive if the corporation distributes its | 
income by what used to be considered the normal | 
means, namely, the payment of dividends. : 
| 
(iv) In order to avoid the effects of this basis of 
taxation, and taking advantage of various means 
of distribution provided either intentionally or 
unintentionally in the Act, taxpayers have 


become accustomed 60 converting what would 


otherwise be taxable income into tax-free dis- 


13 tributions by means of various forms of unnatura 
14 manipulations. It is rightly recognized that a 
15| ss taxpayer is entitled so to arrange his affairs 

16 as to attract the least possible tax liability, | 
17 put it now appears that, with regard to the Si 
18| ation of corporation income, the degree of so- | 
19 called sophistication of the taxpayer is | 
20] becoming more important than the actual taxing | 
21 provisions of the Act. 

22| (v) Attempts have been made to remedy this situation 
23} by amendments to the Act, but they have not been 
oa successful because the whole system has an 

25 illogical basis. 


(vi} Bither of the procedures we recommend in para- 


graph 4{c) above would result in payment of tax 


on dividends at rates appropriate to the 
shareholder's total income and in tax being 


ultimately borne by the corporation in respect 
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1 of retained income only. 

2| (c) Rulings by Taxation Division of Dept., of Nation 
4 al Revenue - Re. Para. 4(v) above 

‘ (i) Even with the best available professional 
A advice it is frequently impossible, because 
6| 5f doubts as to the correct interpretation 
7 of particular sections of the Income Tax 

8 Act, for a businessman to foresee the prob- 
9 | able tax implications of a particular 

in business transaction 

nl (ii) For these reasons, decisions are sometimes 
‘| difficult to make and much more speculative 


than would be the case if the tax conse- 
quences were known with a greater degree of 
certainty. Accordingly, and in the interest 
of stability, our recommendation empowering 
the Taxation Division to make in effect an 
assessment is urged. 

8. Federal Sales Tax Act - Re Para. 5 above. 

(i) Under the regulations of the Sales Tax Division 
of the Department of National Revenue, manu- 
facturers and licensed wholesalers are required 
to collect a tax of 11% on the price of all ropes 
larger than 24 thread when shipped other than 
directly to a bona-fide fisherman. The exemption 
from tax on these ropes is only asic if and 
when a certificate is obtained from the end-user, 
that the rope is to be used in commercial fishing 

(ii) Smaller ropes, lines and twines and certain 


other items required in the fisheries can be sold 
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of retained income only. 
(c) Rulings by Taxation Division of Dept., of Nation 
al Revenue - Re. Para. 4(v) above 


(:) Even with the best available professional 


advice it is frequently impossible, because 


of doubts as to the correct interpretation 


7) of particular sections of the Income Tax 

5 Act, for a businessman to foresee the prob- 
9 able tax implications of a particular 

a business transaction. 


it} (ii) For these reasons, decisions are sometimes 

12| 4ifficult to make and much more speculative 

13 shan would be the case if the tax conse- 
quences were Known with a greater degree of 
certainty. Accordingly, and in the interest 
of stability, our recommendation empowering 
the Taxation Division to make in effect an 
assessment is urged. 

3. Federal Sales Tax Act - Re Para. 5 above. 

(i) Under the regulations of the Sales Tax Division 
of the Department of National Revenue, manu- 
facturers and licensed wholesalers are required 
to collect a tax of 11% on the price of all ropes 
larger than 24 thread when shipped other than 
directly to a bona-fide fisherman. The exemption 
from tax on these ropes is only secticoaiie if and 
when a certificate is obtained from the end-user, 
that the rope is to be used in commercial fishing 

(ii) Smaller ropes, lines and twines and certain 


other items required in the fisheries can be sold 
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free of tax to merchants, dealers and fishermen 


under "blanket" certificates from such purchasers, 
the certificates being renewable every three 


months. | 
v 
i 


(111) /h the past, the Sales Tax Division approved of 


(iv) 


(v4) 


the practice of shipping all ropes, whatever siz 
to any merchant or dealer Sales Tax exempt when 
4¢ could be reasonably ascumed by the supplier 
that the rope was to be sold for commercial 
fisning. 

As outlined by the Sales Tax Auditor, under the 
new directive "blanket" certificates for ropes 
in excess of 14" circumference are not accept- 


able and the tax must be charged to the dealer 


merchant is expected, if the rope is sold to a 
bona-Pide fisherman, to deduct the tax from his 
selling price} obtain a certificate from the 


fisherman and make application, directly to the 


en 


Department, for a refund of the tax he has 
allowed the fisherman. 

Because of the paper.work and time involved, ££ 
ean be assumed that the merchant or dealer will, 
except in very few cases, be inclined to disre- 
gard the recoverability of the tax, thus driving 
prosecuting the fishery. 

Inasmuch as perhaps 90% of the ropes of all 
sizes which are shipped to recognized fish i 


merchants and dealers are used in commercial 
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fishing, we feel our recommendation in respect 
of repinstituting the "blanket certificate” 
procedure is valid, practical and in the 
economic interest of all concerned. 

9. Estate Tax Act - Re Para. 6 above. 

(a) Annuities and Other Interests - As the present 
arrangements can very often mean a hardship for 
the widow or other member of the deceased's 
family, we feel that a more equitable arrange- 
ment, such as that which we have recommended can 
be made for the recipient. 

(b) Personal Exemptions - re Para. 6(e) above - 
Section 7(i)(a) provides a basic exemption of 
$40,000. for each person with an additional 
$20,000, exemption allowed to a male survived 
by a spouse. The female's estate may also de- 
rive the benefit of the traditional $20,000. 
exemption providing her husband is infirm and 
there is a child under 21. Additional exemption 
of $10,000. per minor child is given to any 
person who qualifies for the additional $20,000. 
exemption above mentioned. ie any person dies 

leaving no spouse, but leaving minor children 
the exemption is $40,000. plus $15,000. for each 
minor child. In our opinion there should be no 
reason why the female of the species ieohaa be 
penalized if she has not an infirm husband and 
her estate should receive equal benegit. The 


recommendation is that the formula be changed 


care ela 
a) mera ity 


RY Ai : AUPE 


be aehergorn imeacettion ah oe Hi dan 7 aii 
— mommy band morr eon ban sense pre: date | i Me a Waite 


uM “4 Fay , 7 " rt 

‘ ini ad onsen weleae wet ogame a mss (nt 1s SRA. | a 
i | f i Lh, 4 4 } y * mos ¥ 
Seon sana et ste che Ld vane: al iwc (eis TOR AMM ih tol 
aa Xe e Deeqatin Ww ara “te aren » a i808 Satecba | a: | AUR ere yt 


+ fo satel be, potaw van | el 4 ere. adits a ot Aes 


i , Lp 


Ave: vddzw wnt’ me Bom eee sitwihnt ae eeted ‘onte: |. 


ad 


\ 
oe ar nace aaa 


“on 


fH 


= 


° 


i 
Sa a diarenios .f 


z 


; 1 \ we ; x ‘! ; \ g 
WMG wad ae eee ee ee ee ee eer bi lie! 
wet mm | AK, j f Ht por ais yA spa is 07 up [ end he al 4 Te Ta } Et. 
Ci ae ro deh 
¢ - i 


Age 
Fs 
~~ 


War er etvenpa twit a Coal Lene tit oe atu oi Rat; 


Fa 
‘ 
| 
4 uy > re] A al af j 
+ he wae Sabi : it Fa Rk Sa aa a Mea ell Tse) Pay h 
WET nah ee Gout Davee eo me So Letiigao etl wy pce 
A f ' f ; : 2 pa 
AO: pins Ctr Reon a Saeeom Marin Det pet 
ney } a ; ie J i * . 
eT. ; . a P elias nih _ sas , Py pies bias Hd 
Ll a ire eae ahiget ablaandy ee: ete ew ret tment Rina tse 
; ‘yt hs a) > , f 
wh f 
Bn per & - «jhe eee, ae ee sar ay 
aa ines of pele henon eh geal duet des the 
A , aie i : fi 
5 e ; | 
« i ; 4 
7 , 7 Ais , Be lade tim ats od DY. . dati elt 
4 TLE GRE Gaia) ead pany (RHRLT SORTA OTR Ct) yt pve. 
4 ve i in ven | ‘p f side r Thad dey 4 ~ abe Be Pd che ie bel ; e: 
ca i Pres] oe Whe my MOPEe CE, Pr a PPAR © EF 9, SP eA C aR ' 
# ~ Li hd t . 1 
A cae i 
J 7 yi 4s thle ie Ad ’ Be } 
odie 4 Yada Preeti Wisite Qe elem sete ah ead ay > ret SA), ; TOE ie 
’) f tes 
mi! Ka ae + ; i 7 6 sy 
¥ 7 ; 1 om hi h VJ + ty i © ny ti» ‘ Ta 
fcinar az i edie Re AP Ye eek wa tre. wba } Ln TN { 
: ? } f i i ( : 
a bee te } 
. po . ‘ 4 Ts Wo . 4 
H? eae BGI Wertian’ satdniell! awe ey lati  engeritnas geen’ SET apy: a 4 iz 
pe ’ Bs 
4: ) eres ren eee av i a a . 4 oe 
| tana “er Hehe” aut? exenttahard beancits LDH ts alt ig ey Ass 
a r « : 
i” 3 is > a 2 3 i le es ai oe on ot - +4 
ue ina dl at. WS POs SW v4 ed Lut nite | ah : C ih ee.) i , ta = 


| 


| ; 
“ ee Sih Ansa 1008 i" aD FA) DE TE TTI ie a . 
4 “ } 


‘radia wot fo of - b aeiall et a ee Ce me Ria) 


Me Aen ian a i mts Wen Reagan gL a 


] ie pu Sia a i duyt Aide hail ‘ ibe is ee bv anti 
if J 1a) iy : 


Aw aoe 


oo 08 afte me yeamio teoae wx, 


i” 


= 
1 
y 
hd in 
y aH 


Hl Nt oes 
i 

4 
ia 


~*. 


ANGUS, STOMEHOUSE & CO. LTD. 
TORONTO. ONTARIO os 17- 


1 from the basic $40,000. (plus additional quali- 

2 fied exemptions) to a straight $60,000. per per- 
3 : son with additional exemptions of $10,000. per 
4 surviving spouse, minor child, and person who | 
5| qualify as an exemptions under Section sits teak A 
s| 2(c) of the Income Tax Act. Re further recom- 

7 mendation, 6({e)ahove - If this be adopted a 


probable hardship would be prevented and would 
also bring the Estate Tax Act in line with 
Section 26(i)(a), 2(c) of the Income Tax Act. 

(c) Optional Valuation Date - See 58(1)(5) - Re 
paragraph 4(b) above. 
The capital of an estate should not be econfis- 
cated when economic conditions bring about 
dimunition in values after death but before 
realization is possible. The recent drastic | 


drop in stock market prices points up the 


necessity of optional valuation date provisions. 
It seems clear that no estate can‘ salize any 

values on the date of death. It is not difficul 
to visualize instances where values are substan- 


tially diminished between the date of death, 


when the liability for tax is fixed, and the 


date when the assets can be realized in erder to | 


pay the tax. We feel it well to follow other 
26 jurisdictions which have adopted an optianal 
27 alternative valuation date. 


28] 10. Irrevocable Gifts to Minors - Sec. 22 re Para A(g) 


29 above. 


In most cases, any gifts made to minors are for the 
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specific purpose of setting aside a fund for educatio 
or such other purpose as an alternative to insurance, 
If the amounts involved in the gift is under $1,000. 
(in most cases) per annum, the tax on the income 
would be speeds oth ten: if the amount of the gift is 
of a higher income-producing nature, then the gift 


tax on the gift should be sufficient remuneration to 


the Department of Revenue, The adoption of the chang 
would facilitate the reporting of income on the part 
of the donor and should also encourage investment, 
contributing thereby to the National investment 
economy. In other cases, there are trusts already 
set up, usually due to the Will of a deceased person 
where the funds are to be held and kept invested 
until a certain age, whoreby there is nothing to pre- 
vent a ieee donor adding to the trust for the 
eventual benefit of the infant. Under the present 
wording of the Act, the income derived from additiona 
capital placed in the trust would have to be 
separated from the income of the original trust, thus 
requiring two tax returns - one on behalf of ae 
beneficiary or the trust itself and the other on 
behalf of the donor. This places an unwarranted 
burden on the Trustee who is responsible for making 
the returns. 

We suggest that there is a certain amount of ambiguit 
‘an the phrasing of Section 22 as it is now drafted. 
The heading of the Section immediately following the 
section number is "Transfers to Minors" and subsection 


(1) deals specifically with that topic. However, 
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subsection 2 deals with any revocable trust created, 
whether dealing with minors or not. The Board 
recommends that Section 22 deal with revocable trusts 
and that irrevocable trusts be the exception to the 
general tenure of the said section. 
ECONOMIC CONSIDERATIONS NEWFOUNDLAND 
11. Income Tax 
(a) We feel that consideration should be given 
to reducing the income tax rates for 
people resident in Newfoundland. The cost 
of living in Newfoundland is considerably 
higher than it is on the Mainland and in 
consequence the real value of any particula 
level of income in Newfoundland is less 
than that of a similar income on the Main- 
land. For instance, an income of $4,000, 
in Newfoundland is equaled by an income of, 
say, $3,600. on the Mainland. The person 
earning $3,600. on the Mainland pays less 
income tax than the person earning $4,000. 
in Newfoundland, whereas, in fact, his 
real income - that is the amount he can buy 


for. his income - is about the same. There- 


fore, it would be inequitable for the . 
person earning $4,000. in Newfoundland to 


26 | pay the same rate of tax as the person 

27 earning $3,600. on the Mainland. This, of | 
28 course, would mean a reduction in the tax | 
29 as it is now applied in Newfoundland, be- 


cause higher incomes pay a higher rate of 
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tax than lower incomes. 

(b) To establish the equity of a lower income tax 
rate in Newfoundland compared with the Mainland, 
we cite the fact that the cost of living in 
Newfoundland is considerably higher than that of 
the Mainland, whilst there is not much differenc 
in the cost of living between various points on 
the Mainland.. This is fairly evident from 
information made available by the Gordon Com- 
mission which expressed the opinion that the 
cost of living between various parts of the 
Mainland differed very little but that there 
was a considerable increase when one crossed the 
Cabot Strait into Newfoundland. 

(c) We refer the Commissioners to Appendix B of our 
Newfoundland Boa-d of Trade Economic Survey of 
St. John's and Newfoundland - 1961, by Dr. 
Parzival Copes wherein is established appr x1i- 
mately the difference in the level of income in 
Newfoundland and Mainland Canada. The Depart- 
ment of National Defence has recognized the 
difference in the cost of living of Newfoundland 
versus that of the Mainland, because a special 
Newfoundland allowance is paid to servicemen 
stationed in Newfoundland. Also a number of 
large corporations with branches eicunaleas the 
Mainland and in Newfoundland recognize the 
principal of the higher cost of living here. 


This is the case with some of the banks, where 
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en ene ee tina racein et 


a cost of living allowance is paid to employees 
in Newfoundland. Therefore there are precedents 
for recognition of the difference in the cost 


of living between Newfoundland and the Mainland. 


12. Corporation Tax 

(a) Newfoundland and the other Atlantic Provinces 
constitute a relatively depressed area within 
Canada. We have very high rates of unemployment 
and we obviously need more industry to create 
additional jobs. It is also evident that, 
because of reasons of economic geography, New- 
foundland industry is at a competitive dis- 
advantage with respect to industry on the Main- 
land, particularly with respect to industry in 
central Canada. 

{b) To offset this competitive disadvantage and in 
order to create the employment opportunities 
that are ante here, special incentives should 
be _— tc manufacturing industries to set up | 
establishments in Newfoundland or tc expand 
existing facilities. One of the major means of 
inducing csrserktines to expand such activities 
in Newfoundland is to provide them with tax 
incentives to do so,. These tax incentives have 


been used in a number of countries to stimulate 


— 


economic development in retarded regions and 


there is no reason why this should not be done 


in Canada also. 


(c) We suggest consideration be given to provide 
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accelerated depreciation allowances for firms 


——— 


establishing new operations in Newfoundland. Another 
device which has been used successfully in Norway 
igs to grant exemption from taxes for that portion of 
incor! ) of corporations that is being set aside for 
Investment in a depressed region. 

CONCLUSION 
Finally. gentlemen, it behoves us to state that 
whilst we find ourselves at an economic disadvantage, 
accentuated by our peripheral position, in relation 
to the rest of Canada, we take the long term view 
of what we can offer the National Treasury in the 
future provided we be given the necessary financial 


incentive for production. 


We are deeply cognizant of the significance of your 
research and the bearing your resulting recommend- 
ations will have upon our Province. We trust their 
implementation wili give us the opportunity we seek 
to work with our fellow citizens of the other 
Provinces on an equitable basis for the greater good | 
of all Canada. | 
We thank you for the opportunity to present this j 
| 


Brief which we hereby respectfully submit. 
(Signed) Michael S.E. Hope, 
President 


Edwin G. Godden, 
Chairman Tax Committee 


Anthony G@. Ayre, 
Executive Manager 


Nfld. Board of Trade, P.O. Box 5127, St. John's, Nfld. 
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THE EFFECTS OF THE ESTATE TAX ACT ON THE ECONOMY OF 
THE PROVINCE OF NEWFOUNDLAND 


The complex combination of a number of basic 


4) economic features, few of which are shared with the other 


mn 


Provinces of Canada, create in Newfoundland an economy 


6; that is singularly unique. 
7 The island occupies a peripheral position con- 


8) siderably removed from Canadian and, indeed, world 


a 


9| centres of commerce, industry, and cavital. istance 

10 alone curtails the mobility of labour, increases trans- 

11] portation costs which bear heavily on exports to 

12| competitive markets and on imports of essential commodi- 

13} ties. The last mentioned feature combined with a Limited 

14), amount of arable land creates the highest average cost 

15 of Sati of any Province in Canada. Wide and not in- 

164 frequent fluctuations in climatic conditions produce 

17) sharp variations in economic activity. The rather small 

18) and widely dispersed population does not attract indus- 

19} tries that survive on mass oroduction for mass markets 

20 Evidence of the foregoing and of other factors 
* 

21] peculiar to Newfoundland such as the low level of per 


e 
capita income, the high rate of unemployment, the low per 


Q 
£9 
1 
p+ 
ct 
fo 
2 
ry 
@ 
pes 


rincial product, and the sharp decline in the 
once prime industry, fishing, is not included herein 
because of tne availability cf ample documentation 
elsewhere, 


Because of the insular nature of the economy of 


* See Appendix: ref "The St. John's-Newfoundland 
Economic Survey" by Parzival Copes, M.A., Ph.D. 
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Newfoundland, business is more self-sustaining than in 
other Provinces. It has, therefore, been a logical 
development that, apart from certain resource industries 
(notably mining and pulp and paper), the business of 
the island should have been developed and continues to 
be effectively carried on by firms that are purely local. 
Of such firms there is a relatively greater number in 
Newfoundland than in any other Province. Thus, the 
Newfoundland economy is dependent on the activity of loca 
firms to a much greater degree than is the economy in 
other Provinces. Over ninety per cent. of business firms 
in Newfoundland are private enterprises. Many such 
firms have a long history of service to Newfoundland. 
Originally created, for the most part, as sole pro- 
prietorships they have grow and have continued as family 
owned corporations or as companies whose shares are close- 
ly held by current management and/or by their retired 
predecessors. Thus, the capital so essential to these 
interests is primarily furnished by local sources. 

. Only through careful and effective sera 
over several generations of persons knowledgeable of, 
and faithful to, the economy has sufficient capital been 
generated to conduct business on the present scale. 

The alternative sources of capital available 
elsewhere in Canada are seldom attracted to Newfoundland 
the reasons for which probably lie in the aforementioned 
accumulated basic vagaries of weather, distance, markets 
limited by a sparse population, many of whom are un- 


employed, and the risk factor attributed to investment in 
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an economy so different from that with which investors 


are familiar in other parts of Canada. 


te A RN 


It follows that the “market” outside of the 
Province for shares of Newfoundland enterprises is either 
non-existent or, at best, extremely limited. Moreover, 
the capital accumulated within the Province is confined 


primarily to the capital funds essential to the conduct 


| 
of the local businesses with the result that additional 
capital for participation in the firms is inadequate. 
Therefore, the problem of securing alternative capital 
upon the withdrawal of present capital at death or 
retirement of the shareholders is of considerable concern. 
| In brief, the virtual non-existence of a "“market' 
for shares in Newfoundland companies makes a very compel- 


ling argument for the preservation of existing local 


eapital. 


The most serious threat to the survival of 
18} existing capital lies in the administrative apolication 
19] of the Estate Tax Act of the Government of Canada which 
20 arbitrarily establishes upon the death of shareholders an 
{ 
| unduly high "market value” for shares of Newfoundiand 
2 companies although little or no "market" exists or can de 
23 | created, 

In order to give proper consideration to the 
application of Estate taxes to shares of Newfoundland 
companies careful consideration must be given to the two 
principal methods used in determining the valuation of 


Share capitalization for Estate Tax purposes, viz:- 


1) valuation of net worth (i.e. net assets 
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adjusted for goodwill etc. less net 
liabilities) 

2) capitalization of earning. 

With regard to the first of these methods as 
applied in Newfoundland, cognizance should be taken of a 
number of salient features peculiar to the Newfoundland 
economy. in the first wiiaes the high cost of buildings 
and other fixed assets in Newfoundland as compared with 
other Provinces is much more a reflection of the. 
ere and insular nature of the economy than it is 
of the true worth of the assets. This feature is 
particularly apparent when one compares the cost of these 
assets with their counterparts in other areas of Canada. 
Thus, to value such assets on a basis that is equitable 
in relation to valuations elsewhere in Canada requires a 
downward adjustment from figures based on cost. 

Secondly, some allowance should be made for 
lower asset valuations in cases where it is apparent that 
the assets in Newfoundland cannot under normal circum- 
stances be expected to earn a return comparable to that 
enjoyed by Similarly employed assets elsewhere in Canada. 

Thirdly, the exceptionally wide variations in 
economic conditions in Newfoundland which have been 
referred to and alluded to (there is ample documentation 
elsewhere as previously mentioned - See (aihcerssesit must 
surely compel a very much lower valuations of receivables 
and other assets the realization of which can be pre- 
cariously affected by a single season of adverse condi- 
tions in any one of a number of businesses (fishing in 


particular). 
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The capitalization of earnings method of deter- 
mining the net worth of a company also begs of special 
consideration in application to Newfoundland. In 
support of this contention two graphic presentations are 
attached showing the effect of market forces in the 
application of the interest rate concept to the public 
borrowings in the market place by the Province of 
Newfoundland. In the comparison (Chart 1) of the cost of | 
Newfoundland long-term bond issue (18 to 25 year term) 
with similar borrowings in Ontario it is apparent that 
market forces have obliged Newfoundland to pay over 1/2 
of 1% more than Ontario for its capital requirements. 
Similarly, Chart 2 indicates that investors have in 
recent years required a yieid on new issues of long-term 
Newfoundland bonds that is nearly 1/2 of 1% higher than 
the yield on 10 representative provincial issues in the 
index prepared by McLeod, Young, Weir & Company Limited. 
Herein lies a orecise measurement of "market” conditions 
Suitable for comparing market levels of Ne “oundland 
securities with other areas. It is, however, widely 

ecosnized that the differential in yield rates widens as 
one moves from consideration of the prime class of secur- 


€ * 
\ 


ity (provincial issues) te the secondary and tertiary 


classes of securities as are issued by varying types of 
corporations. To allow for this further widening of 
interest rates would require at least an additional 1/2 
of 1%, thereby making a total differential of not less 
than one percentage point from similar valuations in 


other provinces. 
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This initial suggestion of a 1% differential is 
based on market conditions for the prime provincial 
security and some additional allowance has been made for 
the traditional spread between such ee, corporate 
issues. However, no allowance has been made for the 
previously mentioned lack of marketability of corporate 
issues which is most significant in the case of Newfound- 
land companies. To take due cognizance of this feature, 
a further widening of the yield differential to, say, 

25 would undoubtedly be more realistic, and in some 
cases it would, no doubt, be appropriate to consider a 
differential of 3 to 4@. 

An example will show the effect of a 2% variation 
in the rate of capitalization on the determination of 
total capitalization, viz:- 

Assume averase earnings of two firms engaged 
in similar lines of business, one in Ontario, the other 
in Newfoundland to be $48,000 per annum. If, in Ontario, 
earnings for this type of company are capitalized at 10%, 
the capitalization is considered to be $480,000, By 
comparicon a similar firm in Newfoundland earning $48,000 
per annum may be capitalized at 12%, thereby making the 
capitalization $400,000, 

Estate taxes based on figures deduced from the 
lower capitalization of Newfoundland companies, such as 
demonstrated in the example, would give appropriate 
recognition to the unique characteristics of the New- 
foundland economy. To achieve this equitable result 
requires only an adjustment in the methods of adminis- 


trative assessment; no legislative amendments to the 
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| 
Estate Tax Act would be necessary. 
In conclusion, it must be reiterated that due 
cognizance by the Estate Tax authorities of the unique 
combination of economic factors pertaining in Newfound- 
land is ¢ sential to the survival of the existing 
capital in this Province. And it can scarcely be denied 
that such local capital, and more, is required to prevent 
curtailment and/or discontinuance of numerous firms 
employing many persons in a Province where unemployment 
is already at a high level and where little non-resident 
capital is attracted. Without estate tax relief Newfound- 


land can scareely be expected to maintain its present 


economic position in Canada or in the Atlantic Provinces. 
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1 QUR REPORT TEXT REFERENCES 
2) The complex combination of a number of 
3 basic economic features, Pew of tihich are 


| 

4 shared with the other Provinces of Canada, 
| 
j 


create in Newfoundland an economy that 
6] is singularly unique. The isiand 

7| occupies a peripheral vosition consider- 

8! ably removed from Canadian and, indeed, 

° world centres of commerce, industry, and 

capital. Distance alone curtails the 

11] mobility of labour, ; Table 52 

12 increased transportation costs which 

13] bear heavily on exports to competitive 


| 
14! markets and on imports of essential 


1s! commodities, Table 24 

a The last mentioned feature combined 

" with a limited amount of arable land 

sa creates the highest average cost of Table 24 

19| living of any Province in Canada. Appendix "B” 
20]; Wide and not infrequent fluctuations 

214 in climatic conditions prcduce snarp 

22| variations in economic activity. Table 30 ¢ 
23 | The rather small and widely disnersed 


! 
24] population does not attract industries 
| 


' 

25 

26 | mass markets, Table 24 
| 

27) Evidence of the forezoing and of other 


28] factors peculiar to Newfoundland such 


| 
: 
Chat survive on mass production for 
29/ as the low level of per capita tncome, Table 46 
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the high rate of unemployment, 

the low per capita provincial product, 
and the sharp decline in the once prime 
industry, fishing, 

is not included herein because of the 
availability of ample documentation 


elsewhere. 
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Table 30 


Table 5 
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TABLE 52 - NET MIGRATION FOR NEWFOUNDLAND,BY FIVE YEAR 
PERIODS - 1926 - 1955, : 


PERIOD NET MIGRATION NET MIGRATION AS PERCENTAGE 
OF POPULATION IN FIRST YEAR 


OF PERIOD 


1926 - 1930 eh he 
1931 - 1935 ~ 1,222 - O14 
1936 - 1940 ~ 8,764 a es 
1941 - 1945 - 7,053 - 2.3 
1946 - 1950 -16 ,862 - 5.1 
1951 - 1955 + 10,169 , + 2.8 


SOURCE: Howland, R.D., 


gay Avra Ye CAA EDR 
ety Tae 1 ae 


oi ee AUS 


 Goenement Gi eortanone Yan “ | ers ram 
Ser Tee AT Ae OLTAIVIOtT $0" °F Sm en Ge ‘ 
aa) nen ALES 2 ve Mlsten f ar nae 


| 2 ae Ames tt 
‘ Ne tel ae: Pas 
' ee #4 ween - bate PA 
_ " ats A - 
ae — Pe 4 . yas. Breet 
a ; f 3/4 (einen . 
fe | H o, E " na 8 x Mt 
; " t 4 ? iN, i i a BM fi J! 
Me! et i} ve a : ; ; A Fr . a " eeu, Vw ‘ j i ' 
‘ ° Nei 1 i © f uh a eens 
‘i i 4 q wt el an arta ties Fy Hat at ti) AA all ba . 
ey , | ‘! ; : p iv, ea 
UR nm PAE as earner - Rats Oh Date ee 
J i é 
aay 


| Fa tary rence) aineagy ‘Wolk 
i ¢* al Apel g} : yes? m. Ege —" pa. tat & 8 & side oa th, 


= inne sgl 
aq m és pei rage Spee aoe ie A LALA 
aR a oe elk: La noe + bak wh ds : J 


we Ne AC 


q 
i 


TiN Atholl ue 


°9Q pue 7 seTquy ‘AT I *Toa *“IS6T ‘ensues Jo Ssnsuag ‘'*o°gegq :aomnos 


L°0 SET O°T 680‘'T ME GST‘ 49 peqeis y0OHKN 
g°4 T26 o°s 6475's 9°9 902 ‘ TSE (uotqeqtotTdxe sounosaz 
; }0U) sizsano0qget Tetauen 
(e°7T) (9€8°2) (8°6) (0447 ‘OT) (8°6 ) (c9L'9TS) eoTAreg 
(7°o } (62 ) (T°) (60T ) 29°0) (SOE‘ZE } TetToueuty 
(€°0T) (926° T) (2°S (996°S} 8°S) (£45 ‘'g0€)} Teporemuoy 
(7°T ) (09z. ) tet (CCE! T} vee. (@tt'té2 ) UoTZeO TuNUMOD 
(O°TT) (60T‘2Z) (6°6) (799'6) §°9} (69T‘Z7¢€) uoTzequodsuezy, 
(2°9 ) (2gt‘T) (2°9) (SOTS2) L°G) (t19'662) uoTzoONIASUOg 
(€*T ) (762) Se (€€$‘'T) (e0%] (gs9'T9) siaautsue 
Azreuotyeys pue uo TIYONpoud 
Jemod pue wWwFZIT ITIVIOTY 
yank} (68T‘2) (T’g) (9598) (6°ST) (age °T78) Teo Tueyoou 
: pue autinqoejnuey 
8°96 G893‘OT G°24 9647S Hy 6°94 TIO Cine useusapery, 
f*0) os) ae i (952 ‘2) (°T) (t62°S9) Sutéarenb pue Zututy 
T*O) (~) () (9°8 (€ST‘6) (6°T) (6€0° TOT) SUTIzO7 
4*O) al (Tg) feet? pepe ret) {O°T) (Li8‘0s ) Sutddesq pue Sutysty 
T*2) "°0) (92) 18° 6) Zag‘ e) (4°ST) (TH ‘O€3) Teang {no Tasy 
4 8°O 69T S°TE TT €€ 8° OT 879° L70 luotae4toTdxe dDINOSOI-SIIYIOM 
L°64 €°2T LTE‘E €°9 919'9 L*OT 602'S9¢ TeotLeT9 
wee T'S 6GL5T T'S 897° TH 089‘ 94€ Teuotssejoig 
47°62 S°OT TIo0f2 4°9 62859 is Se 162‘ 204 Tetzsdeuew pue Arejayzadoug 
0°OOT S6T‘6T 0°OOT 079‘SOT 0° O00T €St' 9892's suotzedns00 Ty 
a eee - 
pur TPUNO JMON UOTINGTIAS Tq Jequmny UOTIANGT.14S Tq Je quny UOTINATIAS TG JaquMp] dnotg uotqedns09 
eZequsaocuag asequaoieg ede4usIIag 
s,uyor *4¢ pueTpunNo IMsHj epeue) 


TS6T “SsNHOP “LS dO 


XLIO FHL GNV GNVTIGNMOYMAN ‘VaVNVO Yod ‘dnouD NOTLVdNd00 IA ‘qoUOd UNOGVI AHL JO NOILNGIULSIA - 42 aTavL ~ 


, Le ; Ps ; : aeilaehiginasalbsaababietiian. “© 7 
Desire aN oe om adh ah Alla cain oa Me 


We Lanai at Dl hat cua 


it; H . 
“nA ee Fi 7 ae 4 i 
ae 4 irs ? >} Mhaseas Ssplarineereiwrrir ine ative 
OA ie a | bi ry ab at tae f hs 
su t [ vn "rh AL) ae | i # init ry - 
bay ite ‘ FL 
i i 
"Aber i 
its ; ! me gr ; ob hy { 
erg ° Pele, 4 ' beat 
es f : aie 
Oe 68 ngs omuegrt hapet poate a Digs Seager tty 


‘ ia ye Sars ier a. ees batesh tl ra) at 


we 
Ms ad ’ ” 4 - 4 
4 : an re a) eo .4 ep er . = ome P47 ap . 
i ra 21, “ ie alt Ww bey Cd ‘Faviprnee bass sawte | i 
. , / Pua ener: . a” re ey 1 S ey 
of! ; : : af ‘ r gi! ar. ‘ J ‘- " 
gt). \ eit uw be af Sasi! A. ee ea eh Pare 4 
‘hat \ si eae “oi didn shauernae! j Hactmt fan ia j = ai 
] ‘ r j - E ( ye 
+14 ey i f , 
i ' ‘ ¢ ! a 3 : he het 
ihe rr a , sia 
} ot 
t 
| Ait ’ } se 2 
7 4 ¥, | ‘ a Lew A 
a F! J A 
) i 5 ; 
. : 46) enhendaphte ame timas iin ge aby pital ehigaree ; ; ‘ 
ri , Y ies cr LY deny RKO hy Ay. ee-) erie ete aid ~~ it ee 
a ‘ ar, . ’ th a ee ‘ “ - ee 
on “es ee Boe O08 ee ir be ies aie vey Syarte the 
52 Nee ' Dae amt > fede, part eapee liam = i hry te * ee: a 
+ eae eer an Py i S « 
f * . H ’ ef 
Hi 
} > . 
& ; 
ef 7 ; ' a on t 
= , 7 , ~ 
[ a " sible * } #94 (htt ere ‘ f 
Pe 1 ] Pre feat ele get Reeders ~ ‘re ; tire, ta of 
i Bs" a) £75) Ry Pie IY te hy Kpeyiyepen > ti’. SED * 
a | all pM i ae BES a * a. mn Pt tar ria 44 iid aad 
} oa he ethen JA he ie i Rngaee sea tee. 
| r 5 ° Ae de). bettie ie 4s" vs ee ee ee Pe peta oj 
Z bes ci, rd eS HD te’ Ww Nc! ate A ee 
“A ol R66), Saget eg tetera > Manet tease ene if. fiat ech iv Peas) © sa! 
— HM tm 4 fat 
pr <a e r Ri : - 
$n, l } 
ey f 
: n ithe : f 
A = as 
“i. 
‘ tel 4 
# ow ‘ i P) PY 3 7 
ba i > tye Rprctpasrnasger - io oer nee “nee, . 
‘ry sj « “Partie dl wtiat am ity WE yeaa a iE eet 
wat rie el Y aes ** hs \ fi a + Ip ho Ad i i 
4 : ¥ my 2 1" 
Oe ne eae ee Wag | ee Rainn teas ore EE 
Mes it ‘ z oly sic meet pep muige madi yi ar raed The ar we Meu the Ps oe F | 
; 2 ae V ~ we | i " (Peer: > iT Th, 
| rp : : 5 : high tat) Meise 
? . a 7 ‘a } tte 
4 a F ~ ii 3 i / i$ 
a aa ~ — 4 
, ie ee 
a ® 
Ppa b . - . Fito m ' 
j ae ‘ eee ees pare as OR aks eh eae | 
u : ed si" Af} i ete gen tr ti’ . -. Re bh sake tee’ A “a << ie 
} ee . Ne ? hae uF “ BR lew Gk a ty, IK) fa gee > Rinne 
, rv . Ap ’ me. ; Pad an on . : 
~ rt, te? 2 we) ph Pad sited oy «ery i vty’ ae ‘o ea J | 
M 4) a = « i” ~ eh = ~ ate i ee oF as & a,# au 
: ; te ' * ris ’ Hi a me wh ah iste | 
' yan, ee ber Oe th + i ie) 5) Be eR ee ~ he » ay Lal 
Aa , j by het *, ane Cpr LA oe iy he 
U i ott ty i ~ Ass y i. Vy eines aa ee 
5 wR.) r fe be I myer mt ‘Lode seats oS aaa ? 44 A, 
: tle, ar ett saps tis er feet 1 PR nae eed baa bal + eT 
i j ; PUT 
" fi" 2 ne : &f a 
r Fae Hi? d t x s 
.= nM eet anec y! é 
a ‘Beever Ba te 
f , ' am . 2. ; 
7 : i 2 ’ be pbs J R 
} pad aL ft ‘t me) la 


> 


a 
Xs 
ijt 


Ba [wer 
ee 
2 


- awry & 


=e 
& 
eerqHT 


= 
° 
_— 


: 
Zs 
<— 
=" 
— 


= 


— 


2S ez 


hey TPS 


Pa 
- 
ee 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, OMTAMICG 


APPENDIX "B" 


THE COST OF LIVING IN NEWFOUNDLAND 


It is often found that countries or regions with 
comparatively low per capita incomes also have compara- 
tively low price levels for essential consumers! goods 
and services. Thus, the expremely low average income of 


Asiatic and African countries (in many parts lower than 


$100-per person per year) is made tolerable only by very 


low prices for food, shelter, clothing and personal 
services, The lower incomes of Western Europe compared 
to those of North America, are also compensated to some 
extent by lower prices for consumers! essentials. There 
are obvious reasons for this relationahip: the bulk of 
essential consumer goods and services are usually pro- 
duced in the country of consumption, where the cost of 
production will be related to the prevailing wage level. 
This pattern does not apply to Newfoundland, which 
suffers the worst of two worlds. Compared to the North 
American mainland our incomes are low while our prices 
are high. These high prices result from the circumstance . 
that we are able to produce sc few of the commodities - 
essential or otherwise - that we consume. Geographical 
proximity and our political confinement within the 
Canadian tariff area force us to buy most of our consumer 


goods in the high-price North American market and pay the 


~ 


cost of transportation to our island as well. This then 
accounts for the unfortunate circumstance that Newfound- 
land, relative to mainland Canada, while being a low 


income area is simultaneously an area of high consumer 
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prices. 

The magnitude of the difference between price 
levels in Newfoundland and the Canadian mainland has been 
the subject of sustained speculation. The question lies. 
at the wee of many claims for special financial con- 
sideration. There are, for instance, the perennial 
requests for cost-of-living bonuses by employees posted 
from mainland to Newfoundland positions. At a higher 
level, the Provincial Government in negotiating various 
federal payments to Newfoundland, frequently involves 
the cost-of-living argument - as was done in Newfound- 
land's claim in the contentious 'Term 29' issue. 430r 

Attempts have been made to estimate the 
Newfoundland/mainland price differential, but the results 
have lacked precision. The trouble lies largely in the 
statistical difficulties involved in cdétstructing a 
satisfactory 'spatial' price index. The accepted pro- 
cedure for making cost-of-living comparisons is to draw 
up the typical ‘basket of goods and services' bought ane 
a week, month, or year by the ‘average' household. This 
basket may then be priced at different points in time in 
a certain edt eey to give a 'temporal' index applicable 
to that locality - the basket cost at the base point of 
time being set at 100, the cost at other times being 
Shown proportionally. The basket may also be priced at 
the same moment in time at different locations to give a 
‘spatial’ index - the basket cost in one place being set 
at 100 and at other places proportionally. It is the 


latter type of index that is needed to show the cost of 
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living in Newfoundland compared to a base of 100 on the 
mainland. The difficulty in constructing the index lies 
in the anes Coit the typical basket - for the expendi- 
ture typical of the St. John's family is not typical of 


families in Halifax, Toronte or Vancouver. 


In 1950 the Newfoundland Royal Commiggion on the 
Cost of Living in Newfoundland brought out their report 


which included some observations on regional prise 
differences within Newfoundland and as between Newfound- 
land and Nova Scotia. 43lr. But the Commission did not 
venture to summarize its findings in the form of an 

indix number. More recently, R. D. Howland in his report 
(published in eens 1957) on regional aspects of 
Canada's economic development, sponsored by the Gordon 


Commission, expressed the opinion that: “it seems 


| 
reasonable to conclude that the price level for the same | 
basket of goods and services does not vary very much | 
between metropolitan centres in Canada except in | 
i 
Newfoundland, where the level would appear to be some 
10% higher, 430r, | 
The most useful information on Newfoundland's | 
cost of living compared to that of the mainland comes | 
from the Dominion Bureau of Statistics which undertook 
interspatial studies of orices in Halifax and St. John's | 
in the fall of 1954 and in November 1955. 433r, The | 
1954 study was confined solely to foods and recognized 
the difference in the typical food baskets of Halifax 
and St. John's. With a 100 base in Halifax, the Halifax 


basket cost 120 in St. John's. Again with a 100 base in 
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Halifax, the St. John's basket cost 112 in St. John's. 

It is to be expected that the St. John's basket would 
cost relatively less in St. John's than the Halifax 
basket. For St. John's families would tend to concentrat 
their purchases on those goods for which the higher price 
in St. John's was least pronounced. It could be argued 
that food prices were either 12 or 20 per cent higher in 
St. John's than in Halifax, depending on which basket one 
is considering. The usual statistical procedure is to 
take an average of the two. The D.B.S. Study of November 
1955 was undertaken in greater detail and rested ona 
more thorough appraisal of St. John's consumers’ buying 
habits. It considered not only food costs, but also 
other major items in the household budget, although 
shelter costs were excluded. It found that food costs 
were 19 or 27 per cent higher in St. John's than in 
Halifax, depending respectively on whether the St. John's 
or the Halifax basket was used. The price difference on 
many other important items must have been considerably 
less. The details have not been published, but the 
summary findings stated that an "...estimate of 11 per 
cent is a useful indication of the magnitude of the 
orices difference”, 434r. 

Shelter costs were not included in this index 
because of difficulties in finding comparable units for 
pricing in Halifax and St. John's. However, the Central 
Mortgaze and Housing Corporation reports on building 
costs show that certain standard residential structures 
cost 35 percent more to erect in Newfoundland than in the 


Maritimes. 435r. The cost of residential construction 1 
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s is close to the Newfoundland average. Labour 
costs in the city are higher than in the smaller 
communities, but this is offset by Lower material costs. 
The cost of a finished home in Halifax, nowever, is high- 
er than + 32t of a comparable structure in most other 
parts of the Maritimes, particularly because of high 

land costs and a seen market in that city. In consequenc 
the difference between the finished costs of comparable 
residential construction in St. John's and Halifax may 

be in the range of 20-30 percent, rather than 35 oercent. 
These construction costs naturally bear a fairly close 
relationship to shelter costs (i.e. rents or home-aowner- 
ship costs). A reasonable estimate of the St. John's/ 
Halifax difference in shelter costs may be set at 25 
percent. Applying the appropriate weight established by 
D.B.S. for shelter costs (135 percent of the total index, 


being an average of 13 percent for St. John's and i4 


S 
| cam 
Cu 


percent for Halifax), the inclusion of these costs wo 
raise the St. John's/Halifax cost-of-living differential 
from 11 to 13 percent. 

In any superficial comparison of the prices of 
consumers goods in St. John's with those in mainland 


¢ difference undoubtedly is in 
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cities, the 


confirms this ready observation. According to the 
November 1955 survey by D.B.S., the cost of living in St. 
John's was 1l percent higher than in Halifax. The 
calculations on which this figure was based covered all 
the usual categories of expenditure included in a 


consumer price index, except shelter. D.B.S. also 
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entured to maxe known the index for the food component 
in their calculations. This indicated that the differ- 
ence between rood costs in the two cities was much greater 
than the over-all cost-of-living differential. In fact, 
“00d orices in St. John's were about 23 percent higher 
than in Halifax, 436r. From this figure and the general 
index differential it can be deduced that the cost of 
-tems other than food and shelter averaged only 3 to 4 
percent more In St. John's than in Halifax.” 437,r. 
Almost all of this margin is accounted for by the 3 per- 
cent sales tax which was then levied on most commodities 
bought in St. John's, but which did not apply in Halifax 
at the time. Outside of food and shelter, then, there is 
very little difference between pric4s of consumers goods 
(net of sales tax) in St. John's and Halifax, or at any 
rate such differences as may exist tend to offset one 
another, 438e. Unfortunately, the index components 
which show relatively the highest prices in St. John's, 
constitute a major proportion of the consumer's budget. 
Food accounts for about one-third of the budget, and 
food and shelter together make up close to half of the 
budget, and thus of the index. 

Of tne 13 percent St. John's/Halifax cost-of- 
living differential (including shelter) which existed in 
iovember 1955, about 2:% may be attributed to the sales 
tax on most items sold in St. John's, leaving 1034 percent 
to be accounted for by the higher price in St. John's of 
goods and services themselves. On the basis of the 


consijerations put forward above, food costs account for 
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about 8 percent of the differential. The sneliter cost 
differential detween St. Jonn's and Halifax, as explained 
above, was of the same order of magnitude as the food 
price differential. However ehelter costs made up @ 


SMailer proportion of the consumer's budget and thus 


| 
accounted for only 2 percent of the over-all St. John's/ | 
Halifax differential. Goods and services other than | 
food and shelter accounted for the remaining + percent. | 
The difference in the cost=of-living between 
st. John's and Halifax has not changed very much since 
November 1955. The Dominion Bureau of Statistics has 
updated its original spatial index, as shown below. 429r, 


Side by side is shown the index which results when shelter 


costs are taken into consideration on the basis discussed 


above. 
st. dohn's spatial St. John's spatial } 
consumer price index, consumer orice index, 
excluding shelter including shelter 1 
(Halifax=100) (Halifax = 100) 
Nov. 1955 bEEeW 113.6 
( 
Nov. 1956 110.3 112.8 
Nov. 1957 eal 112.9 
Nov. 1958 110.6 112.6 
Nov. 195¢ 109.6 ( 111.6 
June 196C 112.0 114.0 
By the middle of 1960, the St. John’s/falifax 


cost-of-living differentia 


BS 
i 


(including a shelter component) 


figure shown here for the oeriod November 1955-June 1960 
do not reveal any distinct trend towards a widening or 


| 

| 

| 
had reached the magnitude cf 14 percent. The index 
narrowing of the cost-of-living gap between St. John's 
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1j sni Halifax. However, a study of available long-term | 
| 

consumer price index statistics shows clearly that the | 


H 
3) cost-of-living in St. John's has increased for more rapid- 
! ly than in the urban centres of mainland Canada. 
5 | The oldest series of cost-of-living index 
6: numbers comparing St. John's with mainland Canada runs 
7 over the period October 1938-February 1949. A44or, 
8| During that period the cost of living in St. John's ad- 
9| vanced 86.3 percent as against an increase of 56.8 
10)| percent for Canada. Confederation brought a downward 
' adjustment of many consumers vrices in Newfoundland. 
This was because of the removal of the very stiff New- 
Toundland import duties which, since 1900, varied from 


14) 20 - 36 percent of the value of imports. 441r. Since 


15) the price re-adjustment at (che time of Confederation 


16| consumers prices have been advancing far more rapidly in 
Newfoundland than on the mainland. 

In June 1951 the Cominion Bureau of Statisitcs 
commenced a 'temporal' consumer price index for St. 


John's, showing month-to-month changes in the cost-of- 


~ 


“y 


living. Consumer price indexes for nine other regional 
Canadian cities (or city combinations), as well as a 
seneral index based on 27 cities with populations over 
36,000, were already being maintained by D.B.S. To 
facilitate comparisons, the D.B.S. data for the other 
cities have been re-caleulated in Table 131 to the same 
bace as St. John's (viz. June 1951 = 100). These temporal 


indexes do not allow any direct comparisons of the cost- 


of-living between cities, as does the St.John's/Halifax 


| : fea, . thaehen ines a te: orth acai 
: 


“epee. vest ve i Nengeos Qe: aetoe ‘nt 
, + y ae { ini 


ye We Gt ' atkey ebaReD. | bia nem aa eh AtoT aa 


| e . ee a ersbasytiBees re6eite0 hottieg 
Ain oe : ‘ aes , 
Beas 4 he eel oe at gnty tl. 2% dees waa bate “desl 
. i . ores | Filey "4 } 
oye ee | S..G8 45 abaedoat: 8 SOntaxrG a ‘tawoied £.88 
hata ee } ; a 
USNS WE te ae aisha fot tevsbe ined | ‘aati aiken 
Ht M itt a 
ref Bieeethiwe dest at osnthe! svemiranen ens to 


ee 25 
—45 
tee 
4 
P 
© 
3 
e 
pa 
i 
+ 
oad 
=, 
<4 
& 
ét 
~~ 
~ 
b ied 
+ 
> 
= 
4 
ea 
- 
= 
q 
= 
ma 
= 
i 
te 


<i Oo at Seiad eee. THs pret onevhe ctad jon sagt ad 


brett? om lett no pect ee 
} «4082 ar eete Yo chee bein eee: saws, a) 


|, SS ee ee WOR Te, Ref iategme bah) 
~~ o Mi” IE! ee eretmels dani twice gear we el, 
‘ mn * ; 


f pretest) mete. emia Ber cbxahit wot i i han 


we La ete ns: Conietaheineoe, Ai.) ee 


y iy 
mins teluqoeg at Hacseganiultinn re sand xetad Re 


Fi. Py hea 


BRED ne ; yi 
ae elt ok eee 28. ¢ wate .pacabnagten a 


th Re 
i ify 


mee! ait ad fed a! hood at batatnoteanot noes, oud 


‘sep sed Bo mepeapagng9 ‘epost: nots P 
aD ~*~ "¢ oy 
xe tabs (net #4 oid me 


i 
ie iat 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. CHTARIO 


— 
a) 
"c) 
fo 
cr 
| ed 
16¥) 
tr 
te 
be} 
Q 
fa) 
ta 
w 
S 
Os 
cr 
ee 
a 
MS 
Q 
(©) 
07) 
7 
@ 
= 
a) 
m9 
ry 
r 
fo 
Cc 
baad 
© 
ras 
7] 
3 
W) 
ct 
= 
(0 
® 
rae 


2) cities in the extent to which the cost of Living has 


3 risen since the base period of June 1951. The fisures 
| 
| show that the cost-of-living in St. John’s nee atraxnged | 
5 persistently and significantly at a more regis -are than 
| 
s that in any of the other centres acrose tks ¢¢ stz737. In 
7 the nine years up to June 1960 the consumer price ‘+4ex 


8] for St. John's rose 16.2 percent. The next highest zitge 


9} was one of 13.9 percent recorded in Halifax. The ris¢ tox 


10] Canadian cities generally was 12.2 percent, Tne lowest | 
11/ rise was one of 8.9 percent ‘in Edmonton, Calgary. It is | 
12] clear, then, that the cost-of-living gap between St. : 
13] John's and Halifax has widened and that the gap between | 
14]/ St. John's and other mainland urban centres has widened 
15} even more. 
16 Not only are food prices the sain factor in the i 
17} higher cost of living of St. John's over that of eae 
: centres, but the disproportionate advance of St. John's | 
19| food prices is also the chief cause of the further widen- | 
| 


7 ing of this cost of living gap. In Tabie 132 the D.5.S, 
food orice indexes for Canadian cities are shown a ite 
| 1 
| to a common base of 100 for June 1951. This table gives | 
23 | evidence of an astounding disparity of food price move- 
24 ments in St. John's compared to mainland centres during 
| the period June 1951 - June 1960 (see fig. }. While 
26, St. John's food prices rose 14.6 percent, those of the 
27| other cities did not move very far from the base level. 


28} The general city index went up 4.3 percent, but prices 


29] in the major mainland regional centres were generally 
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less than that. In Edmonton Calgary and Winnipeg food 
orice declines were recorded over this eight-year period. 

As mentioned before, in the non-food and non- 
shelter components of the consumer price index, St. 
John's prices do not appear to have been very much out 
of line with those of mainland cities at the time of the 
St. John's/Halifax spatial survey. Relative price move- 
ments have not seriously altered this situation. Since 
June 1951 prices of clithing and household overations 
have risen a little more sharply in St. John's than on 
the mainland, but in other miscellaneous exvenditures 
the onposite was the case (see Table 133). As far as 
shelter costs are concerned, there has been a significant 
narrowing of the gap between St. John's and the mainland. 

The main element in the cost-of-living differenc 
between Newfoundland and“’he mainland, in the final 
analysis, is that of transportation costs. 442r. New- 
foundland produces a much smaller share of the con :mers 
goods tnat it uses than does any other region of Canada, 
except the northern territories. And not only does 
Newfoundland have to import so great a share of its needs, 
it must also have these shipped over particularly long 
eee because of the province's remote location. 
Transportation costs, then, are a considerably larger 
element in the retail price of eoinuiihas goods in 
Newfoundland, than in the mainland provinces. 

A detailed analysis of consumer price index 
data reveals further evidence that transportation costs 


chiefly are responsible for our high cost of living. As 
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mentioned above, the food tomoonent of the consumer 
price index shows the greatest Jifference between St. 
John's and the mainland, and it ia food prices that are 
particularly affected by transpcrtation charges. About” 
90 percent of food marketed in Newfoundland has to be i 
ie (see Table 35). Because of the care required 

in the handling of many fcod commodities, transportation 
costs are particularly heavy, taking up an average margin 


of perhaps 15 percent of retail food prices in St. John's. 


| 
| 
| 
| 
| 


4i3r, On most other commodities the margin represented | 
by transportation charges is much less ~ ranging, perhaps, 
from two to five percent - and this helps explain why the 


non-food components of the consumer price index for St. 


John's are not as much above mainland levels as is the 
food index. 

The progressive widening of the St. John's/main- 
land, cost-of-living gap since 1951 can also be traces - 
at least in some measure - to transportation costs. 


Since June 1951 general railway freight rates have in- 


rates have moved up in sympathy. This compares with a 


ereased some 67 percent. 444r, Other transportation | 
general consumer price index rise of about 12 percent. 


Transportation charges nave undoubtediy been one of the 


fastest (if not the fastest) rising cost elements in 

consumers prices. Because transportation chargzes have 

more bearing on Newfoundland prices than on mainland 

prices, Newfoundland prices have been rising more rapidly. 
In most parts of Canada the cost of iiving in 


rural areas is lower - or at least not significantly 
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higher, than in the neighbouring urban centres, With 
adequate road networks and a well dispersed distribution 
system, the differential in transportation costs to 
urban, as opposed to rural, centres is usually not 
significant. The low cost of locally grown food, as well 
as markedly lower wage rates and real estate costs, in 
rural areas often help to bring the cost of living 

below that in nearby urban centres. In Newfoundland, 
however, the relative weighte of these factors are signifi 
cantly different. Most of the outports have relatively 
poor Scbed ret eaten with the outside world and, at the 
Same time, a very low level of self-sufficiency. The 
expense of shipping a large share of the province's 
supply of consumers goods by costly transportation routes 
adis considerably to the final prices of theese goods in 
localities outside the main cistributiom centres. 
Commoitty prices in Corner Brook and Grand Falls may not 
be very much out of line with those in St. John's, but 


: 
4n the smaller communities the average of retail prices 


ct 


4 least 5 to 11 percent higher than 


The cost of living in St. John's, 
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lower than that of Halifax, Consumer ortces in 
Newfoundland in 1960 may be roughly estimated to be about 
2O - 25 percent above those of the mainland, while the 


gap continues to widen, 
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Madison, June 8, 1963, 


Mr. Kenneth Carter, 
Chairman, 


The Royal Commission on Taxation, 
Department of Finance, Ottawa. 


Dear Mr. Carter: 

The enclosed article, "Let's Make 
Marriage Financially Attractive” is a sincere 
attempt to equalize to some extent the assessment 
of Federal Income Tax between married and Single 


veovle. 
I would greatly apvreciate 
consideration of this article by yourself and 
your commission, 
Yours truly; 
(sgd) Earl A. Olmsted, Lt. Col. 
Senior Canadian Army Operations Officer, 


H.Q., 30 NORAD Region, 
Madison, Wisconsin, U. S.A. 
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Earl A. Olmsted, Lt. Col., 
438 Parkdale Avenue, 
Ottawa 3, Ontario, Canada. 


LET'S MAKE MARRIAGE FINANCIALLY ATTRACTIVE 


(Why not give the married man an even tax break!) 


by Earl A. Olmsted 


Marriage is the basis of modern society: 
it is the firm root on which our home life is 
established and it provides our children and our 
country with a pattern for living. We recognize 
this fact and yet we call upon the married man to 
bear a larger share of the countrys’ expenses than 
he should be expected to bear. 

Surely you will agree that the true wealth 
of any country lies in the people of the country, 
their standards of living - moral, spiritual and 
physical. Material wealth is nice to have but 
it's not material wealth alone which determines 
the standard of living in any nation, or that 
ees position in world affairs. The future 


of our country and the maintenance of our position 


and their children's children. If we accept this 
assumption then perhaps we should also accept our 
responsibility towards the family, reasoning that 


the family exists for the benefit of the country - 
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and the country exists for the henefit of the 
family. 

This does not mean that there is no place in 
our society for single men and women, put rather 
that the latter should contribute a greater share 
financially towards Canada's expenses in order to 
equalize the burden which the family man bears. 

The policy of ‘equal work - equal pay' is well 
established and shovld not be interfered with: 
everyone - married or single, male or fenale, white 
or coloured, - shovld receive the same wasze rate 
or salary for producing the same volvme of wors 
on the same job. There shovld be no desire to 
lower the standard of living of the person withou 


dependents: what we need to establish is a formula 


whereby a person WITH dependents is able to mainta* 


the same standard of living as a person earning the 
same salary who has NO dependents. 

Let us look at a typical situation which 
exists today in Canada. Smith and Jones are both 
the same age, both single without dependents and 
both work as machinists in the same plant earn ng 

$5,090 a year. Tn accordance with 1962 Canadian 
eidene Tax schedules, their Federal Paeoute Tax 
would be about $619.90 per year (assuming no 
outside income, or ovtside deductible feature). 
Let us assume that Smith gets married and his 
wife doesn't work. Smith's Federal Income Tax 
is reduced to $420.00 per year. A difference 


of $190.00 ! Smith's income after tax is now 


tga ig 


ies 
ar il ba ht is Ny a ‘ i 


esto) as Any Ona mere GREG 


é t ie * 
DA ae 4 ee al ; nee ath ' oe Ul as aa al Ar 
trai ia was papi ee oe ; nh MRR orbit ek EBM 
; ph : ‘ dutta bidet wey ) sii idirs if ai i it F idan ‘iF | | ; f { ul i) 
; ‘gee | jens it Warn ii sie is 4 ee Be ie i DN ieee) | 
° i oS! ‘ an 


che on ey ne a pee ype 


" 4 ‘ ey 
ad i a Hy sii i bac: We iD 
t r ‘tf io me 


ve 


tbs ti She 
a A 2 ny a Hie jae 4 His ’ 
silt 


; ri. a4 3an ate a’ 
We on i Hip, ' h ae poyane iT iva 
slic oD Maik et Geibele Aisi cts on bea 
’ $ inline oe ” | 


yi sean La Nn 

7 f i UO oth, iat \ i lipte hi | { 2 Hi i 
aoe tn ies : Ae 
‘i 4 ‘ ey re eee ; De ny 


a ; 7 
< ee ea 


tipi Bhe vt wld die Aine, ee 


4 oa emo t ane ss bs Hate od Berwie te Saha? a fe ee 
si (ete we oh ati at ‘te temgmie ot cee ae ae 


id eq oy, devi we vt bi ch i 2 eat paiement ib st. 
amg 00. Oe 1) hi eter t 4 sqertset im <brwndey at ME on, 
be ‘bwen eit at ‘one shite Ider etoe ed Jigtn “t wey iy f : a 
" peuta teapave D a Abie WF Reiniee erie? arin Skips i | fey: a . thas 
v, es qe he: criausansui onal att fein hed ex skein bebciai go... “a | 


bi | | a 
“obireens sbmebriegs? suit ut tie monte? elaiie a he gatyet 


tay 


} olga £ 10 atts crest Hetiesy MM ad anise? or bwde 


an et a aaa ed bition adda gent ptm, Aparna, | 
. y « Kevan f nd tony Pivots a! ta eaetys he 
e setqw battrem. add baxenoath overt aw tet Oe 


ae 
vat i (ee bts SBetrooTeG LO? tee ee) ay ert eben 


+t 
M } 


a) 399 Smevewe onl? wee di Hel oye beresein?! «my onat 
Yo tue ad son winss tras th fete it teen he ey ee 
“nwadrue? CFL RM HST aM we Ast Pe eer oa wee! f 
{ Bs esate £ 0 sani mets ‘ented orator Ei fitnw epptty Did ieee 
) sii ; a em vahivel ie Ke branes vn “wise pitted gen! be ingity 


are er pr RDce sia ors ieee bei semen arma 


il “i 1 vos : ! i 
, { 
ae a hs ni y ; 
b! i ie ans eo r 
ni unt, . Nadie hd f $ \\ ' } ; 

x : UT i y* lel hee f 5 
a a aot Hd Nil MMA TE ARNE a nat | Le sa 
ae a F iy Aa ie - i] ue ha i th | bers af | AU ia ' af i Le } an 
very elie ONDA tan TEST? en, wee : i} LH dh IEE. fy 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO ae a 


$4,580.00 per year while Jone's income after tax 
remains at $4,390.00. A generous government 
department has established that Smith and his 

wife should be able sie maintain the standard of 
living to which he had become accustomed before 
marriage by a reduction in his income tax of a mere 
$190.00 per year. How preposterous can we get? 

We could argue all day about how much money 
Smith and his wife would require to maintain the 
standard of living to which he was accustomed - 
put to suggest that he could do it be merely 
increasing his take-home pay by $190.00 per year 
igs absurd. Perhaps a figure of $1,500.00 per 
year might be more realistic and for the sake of 
argument some figure must be used. I suggest that 
a married couple can maintain the same standard of 
living as a single person without dependents provided 
their income is 30% greater than that of a single 
person. Perhaps the percentage should be higher, 
certainly it shovld not be lower. 

So far we have discussed the married couples 
only. When children arrive, this percentage could be 
further increased by let us say, five percent per 
chstd. In fact, it would certainly not be out of 
line to suggest that a married man with fourteen 
children would require twice the income of a single 
man to maintain the same standard of living. The 
percentages mentioned above are so conservative 


that where they err, everyone should agree, it is 


definitely on the low side. 
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In the lower salary brackets, current 
income tax rates are such that even if a married man 
paid no income tax at all he would never be in the 
position where he could maintain the same standard 
of living as a single person earning the same 
salary. Nevertheless, by revising the present 
system which allows a small exemption for dependents 
against taxable income in our income tax schedules, 
we might be able to achieve a much fairer method 
of assessing income tax against all Canadians. 

I would like to propose the following simple 
formula of dependent tax credit against income 
tax payable: 

"A married man receives a tax credit of 50% 

of the tax payable or $500.00 whichever amount 
is greater, with a maximum credit of $5,000.00. 
For each child up to a maximum of five an 
additional tax credit of 5% or $100.00 
whichever is greater is granted, with a 
maximum tax credit of $500.00 per child or 
additonal dependent." 

This suggested marriage credit policy would 
not achieve the same standard of living for the 
married man as for the single man, nor would it 

come close ep percentages required to eee 
this desired result as suggested in the opening 
paragraphs of this article, but it would go a 
long way towards improving a most iniquitous 
situation which exists in Canada at the present 


time. 
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Let us pause for a moment and emphasize 
a few points: 

First: Taxes are the price of civilization 
and much though we dislike them, the country cannot 
function without them. Income tax is a reasonably 
fair method of taxation and this article does not 
suggest any reduction in the total mount of Federal 
Income tax collected, merely a change in basis of 
the amount of tax levied against each individual. 
Obviously some revisions of Federal Income Tax 
schedules would be necessary to bring in the same 
amount of money. All basic rates must be raised 
slightly but if the proposed marriage credit were 
accepted, a married man would pay less tax than at 
wesent; the single man in the lower branches would 
pay slightly more than at present and the only 
major tax increase would occur in the tax assess- 
ments applicable to single personnel without 
dependents who are in the higher income tax brackets. 

Second: In our discussion concerning the 
amount of Federal Income Tax baka by the person with 

dependents as supueda to the person without dependents, 
no mention has been made of the other types of taxes 
paid, such as sales and oe hidden taxes. It is 
perfectly obvious that a person buying the greater 
amount pays greater sales (etc.) taxes. Therefore, 
as the person with dependents is buying for two 

or more, he must be paying larger amounts of sales 
taxes and other types of taxes. From the man who can 


least afford to pay the tax is being derived the 
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larger amount of sales and other hidden taxes. 

This further injustice should not be allowed to 
continue and some redress could be achieved by 
reducing the share of Federal Income Tax the married 
man is required to pay. 

Third: Although the expression 'married 
man' is used in all our examples, it is stressed 
that single personnel with dependents should be 
treated on the same basis as married personnel - 
e.g. - single person with one dependent would 
receive the same tax credit as a married man 
without children and for additbnal dependents the 
same rates as for children should apply. 

Fourth: There may be some who claim 
that the family allowance or baby bonus equalizes the 
load between the married and the single man. Let us 
stop this idle supposition at once. Family allowances 
in no way help the married man without children, nor 
do they help to defray the cost of bearing the 
children. It is true that the 6 or 8 dollars per 
month given for each child does help in some small 
measure to meet the family budget but 72 or 96 
dollars per child per year does = begin to meet 
the cost of that child to the parent or guardian. 
Have you ever tried to place a child in a foster 
home for 8 dollars a month? That amount wouldn't 
even feed the child, let alone clothe him, educate 
him and meet the myriad of other expenses which are 
incidental to raising a family. 


The following tables give a comparison of 
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1962 tax assessments with those giving a suggested 
marriage or dependent credit against tax payable. 
Information contained in these tables is compiled 
to show. 

TABLE A - Wages or salary remaining to 
single and married persons 
after payment of 1962 Canadian 


Federal Income Tax. 


TABLE B - Suggested rates of Federal 
Income Tax which would permit 
a marriage credit yet obtain 
approximately the same total 
Federal Income Tax. 

TABLE C - Wages or salary remaining to 
Single and married persons 
after payment of Federal 
Income Tax at the rates 
suggested in Table B if a 
marriage or dependent tax 


credit were permitted. 
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TABLE A 


Wages or salary remaining after payment 


of 1962 Canadian Federal Income Tax. ** 


Income after tax payment 


Total Married with Married with 
Income Single Married two children* four children* 

3,900 a fe 8. 2,890 2,956 3,000 

5,000 4,390 580 A, 682 4,778 

9,000 7,430 7,690 7,862 7,994 
16,000 11,930 12,350 ee 12,810 
26,000 16,430 16,880 A PM Re 8 17,420 
41,000 24,930 25,430 25,730 26,130 
91, 000 45,930 46,530 46,790 47,250 


* Eligible for family allowance. 
#*® Assuming no exemptions or credits other than 


dependents. 
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ioe: ED ae 


TABLE B 


Suggested Federal Income Tax rate 


(Designed to permit a marriage credit) 


Total Income 


1,000 
3,000 
5, 000 
7,000 
9,000 
11,000 
16,000 
26,000 
61,000 
91,000 


EGE. 


Note: 


900 
1,500 
2,200 
3,000 
5,200 

10,250 

29,500 


47,500 


plus 
plus 
plus 
plus 
plus 
plus 
plus 
plus 
plus 


plus 


Tax rate 


20% on 
25% on 
30% on 
35% on 
40% on 
45% on 
50% on 
55% on 
60% on 


65% on 


next 


next 


next 


next 


next 


next 


next 


next 


next 


next 


2,000 
5,000 
10,000 
35,900 
30,000 


35,000 


Marriage credit of 50% of tax payable or $500.00 


whichever is greater, with a maximum tax credit 


of $5,000. 


For each child up to a maximum of 


five an additional tax credit of 5% or $100.00 


whichever is greater with an additional maximum 


tax credit of $500.00 per child or other dependent. 
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TABLE C 


Wages or salary remaining after payment of 


Canadian Federal Income Tax at rates suggested in 


Table B. ** 
Income after tax payment 
Total 
Earned Married with Married with 


Income Single Married two children* four children* 


3,000 2,600 3,000 3,000 3,000 
5,000 4,100 4,600 4,800 5,000 
9,000 6,800 7,900 8,120 3,340 
16,000 10,750 13,375 13,900 14,425 
26,000 14,750 19,250 20,250 21,250 
41,000 22,500 27,500 28,500 29,500 
91,000 43,500 48,500 4g , 500 50, 500 


* Eligible for family allowance. 
** Assuming no exemptions or credits other than 


dependents. 
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A comparison of Tables A and C indicate that the 
rates of tax suggested in Table B are not excessive 
against the single individual and the remaining 
take home pay should not jeopardize the single 
individuals! present standard of living. On the 
other hand, more recognition is given to the 
added expenses of the family man and to the fact 
that he is obliged to pay additional sales and 
other hidden taxes. Although the reduction in the 
assessments may not be as great as desired, the savings 
involved especially in the lower tax brackets are 


well worth. .while. 


It is not claimed that the tax rate set out 
in Table B will definitely bring in to the govern- 
ment the same amount of money as existing rates of 
income tax. What is claimed is that with the 
statistical data and analysis of the Canadian pop- 
ulation and income at their fingertips, the Federal 
Income Tax Department can produce income tax tables 
which provide the credits suggested for the family 
man - and at Phewaewe time sedadas an amount of 
income tax eeunh to that now collected. The 
mathematical formula is sound and the tables can 
be prepared without a major change to existing 
Federal Income Tax rates. 

This is not a question of making the single man 
or woman pay a dispronortionate share of the country's 
expenses. What we are trying to do is to share the 
expenses of family and country more equally. At 


present the man with dependents is expected to 
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support the expenses of the country at almost 
an equal rate in comparison with the single 
individual without dependents, while at the 
same time he is supporting fully the costs of 
maintaining a family and home. This is grossly 
unfair and something must be done to ease the 
burden on the family - for it is the family 
which is the bulwark of our way of life and it 
is on the family that Canada's future depends. 
Let's make marriage financially attractive: 


let's give the family an even break: 
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